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American  Consulate 

Yokohama,  Japan,  January  6,  1938. 

Subject:   ST'CLOSING  A  REPORT  ON  THE 

NSIV  ECONOMIC  ORGAl^JIZATION 
IN  "MaNCHUKUO" 

The  Honorable 

The  Secretary  of  "^tate 
Washington 
Sir: 

I  have  the  honor  to  enclose  herewith  a  report  datedj  anuary  6, 
1938,  entitled  New  Economic  Organization  in  "MancHukuo" .   This  report 
describes  the  change  in  the  directing  force  of  the  'economic  devel- 
opment of  "Manchukuo"  from  the  South  Manchuria  Railway   to  a  new 
company,  the  Manchukuo  Heavy  Industry  Development  Company,  which  will 
be  a  k^lding  company  Jointly  owned  by  the  "Manchukuo"  Gover^nment  and 
the  Japan  Industries  Company  (Nihon  Sangyo  Kabushiki  Kaisha). 

mFT  Yoskisuke  Aikawa,  the  promoter  of  the  venture  desctibed  in 
the  report,  is  expected  to  leave  ♦^apan  for  the  United  '^tates  in  a 
few  days.  He  will  no  doubt  present  his  plan  llibr  investrflent  with 
ionerican  capital  in  "Manchukuo"  to  possible  American  investors  as 
soon  as  he  can  arrange  to  meet  them. 

Respectully  yours, 

Richard  F.  Boyce, 
American  Consul 


VOLUNTARY  REPORT 


NE*V  ECOMOMIC  ORGANIZATION 
OF 
"MANCHUKUO" 


From:   Co'nsul  Richard  F.  Boyce 
American  Consulate, 
Yokohama,  Japan. 


Note:   The  enclosure  "Japan's  Capital 
Resources"  was  prepared  iDy 
Vice  Consul  Ivan  B.  'Ji'hite. 


Date  of  complete ion:  January  6|193 
Date  of  ^ailing:     January  7,193 


NEl-V   ECONOMIC   ORGA'^'TZATION  OF"MANCHUKITO" 
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I 

NEED  FOR  NEW  POLICY 

IN 
ECONOMIC  DEVELOPMENT  OF  "MANCHUKUO 


"Manchukuo's"  economic  organization  Is  principally  agricultural  - 
90^  of  the  population  is  engaged  in  agriculture  and  QOfo   of  the  na- 
tional income  is  derived  from  it. 

The  great  importance  of  trade  relations  between  Japan, "ManO'tra- 
kuo,"  and  China  will  be  understood  when  one  considers  the  poor  natural 
wealth  of  Japan  and  the  existence  of  abundant  resources  and  wide 
consumption  markets  in  "Manchukuo"  and  ^hina.  (Mitsuibishi  -  "Japan 
Trade  and  Industry,"  page  623.) 

The  pfkipose  of  «^apane8e  economic  expansion  into  "Manchukuo" 
fts  said  to  oe  "to  bring  the  two  countries  into  a  common  economic 
unit,  to  avoid  destructive  competition,  and  to  utilize  as  fully  as 
possible  the  natural  resources  of  the  two  countries,"  (Japan-Manchu- 
kuo  Year  Book  1937,  page  840.) 

"The  South  Manchuria  Railway  Company  has  been  the  bulwark  of 
Japanese  political  and  economic  interests  in  Manchuria  for  the  past 
three  decades."  Since  1932  the  company  has  had  supervisory  control 
either  directly  or  indirectly  through  subsidiaries  otoer  many  acti- 
vities, including  railways,  workshops,  steamships,  harbors,  coal 
mines,  shale  oil  plants,  iron  and  steel  works,  chemical  fertilizer 
plants,  electricity  ,  gas,  hotels,  public  works,  such  as  shhools, 
hospitals,  etc,;  slaughter  houses,  cement,  paraffin  refinings, 
ceramics,  industrial  fats  and  oils,  lumber,  storage,  express  ser- 
vice, gold  and  lead  raining,  real  estate,  insurance,  newspapers, 
etc.,  etc. 

The  vast  undertakings  of  the  South  Manchuriaif  Railway  Company 9 
which  is  controlled  by  the  Japanese  Cxovernment,  have  not  been  devel- 
oped, or  have  not  developed  "Manchukuo,"  to  the  extent  desired.  The 
theory  upon  which  the  South  Lianchuria  Railway  Company  worked  is 
said  to  have  been  evolved  by  the  Japanese  military  authorities  in 
"Manchoukuo"  and  was  based  on  the  idea  that  the  established  capi- 
talists of  Japan,  such  as  iiitsubishi,  etc.,  should  be  kept  out  of 
"manchoukuo";  that  the  Government  should  run  the  entire  project 
through  the  South  Manchuria  i"^ailway  Company  and  any  profits  would 
accrue  to  the  Government. 

Without  giving  specific  data  to  show  how  far  short  of  the 
original  expectations  the  South  Manchuria  Railway  Company  develop- 
ment progressed,  it  is  now  ajinounced  that  a  change  must  be  made  and 
that  capitalists  will  be  given  a  chance  to  see  what  they  can  do. 


OUTLINE  OF  NE;,V  PLAN 

(Supplied  by 
Nihon  Sangyo  Kabushlkl  Kalsha) 

"MANCHOUKUO  HT-AVY  INDUSTRIES  CO..  LTD. 
"The  urgent  necessity  of  expediting  the  development  of  industry 
in  lianchoukuo,  more  especially  the  heavy  Industries,  leaves  no  room 
for  discussion.  To  being  about  this  development  and  to  take  advantage 
of  the  forthcoming  abolition  of  extra-territoriality  rights  which 
will  result  in  the  transfer  of  administrative  power  now  exercised 
by  the  South  Manchurian  Hallway  in  the  railway  zone,  our  Company 
has  come  to  an  agreement  whereby  it  will  become  a  Manchoukuo  corpor- 
ation and  will  move  its  head  office  to  Hsinking. 

"This  new  Manchoukuo  corporation  shall  then  merge  with  a  power- 
ful national  policy  corporation  planned  by  the  Manchoukuo  Govern- 
ment for  the  ppnpose  of  developing  industries  there  on  an  integrated 
management  principle,  with  the  center  in  the  heavy  industries  field. 
In  addition  to  managing  the  existing  enterprises  of  our  present 
Company,  the  new  company  resulting  from  the  merger  will  undertake 
the  important  mission  of  controlling  and  managing  the  iron  and 
steel  industry,  light  metal  manufacturing,  automobile,  aircraft 
and  other  manufacturing  industries  in  Manchoukuo,  also  coal,  gold 
and  other  raining  industries. 

"The  new  national  policy  corporation  shall  have  a  capital  of 
Yen  450,000,000.00  consisting  of  Yen  225,000,000.00  to  be  investeci 
by  the  Manchoukuo  Government,  and  the  present  capital  of  Yen  225,000,000 
of  our  Company.  The  new  corporation  shall  enjoy  the  positive  support 
of  both  the  Japanese  and  /ifajichukuo  Governments  with  respect  to  the 
active  utilization  of  the  assets  to  be  taken  over  from  ttir  Comapny 
and  of  raising  Vre   necessary  funds  and  making  available  other  facil- 
ities that  may  be  necessary. 

"The  following  is  a  general  outline  of  definite  terms  agreed 
upon  with  a  veiw  to  respectin^g  the  interests  of  the  existing 
shareholders  of  our  Company  and  to  provide  for  the  investment  of 
private  capital  in  Manchoukuo: 

"1.  rtt  the  disposal  of  profit  for  ee^ch  period,  the  dividend 
will  be  determined  as  follows: 
(a)  When  the  dividend  rate  for  private  shareholders  is 
lOfo   or  under,  the  dividend  for  the  shares  held  by 
Manchoukuo  shall  be  one-half  thereof.   For  example, 
if  the  private  shareholders  receive  a  10;^  dividend, 
i^anchoukuo  shall  receive  a  5/o  dividend, 
(b)  Any  profit  in  excess  of  a  dividend  of  10/ii  for  private 
shareholders  and  5^"   for  Manchoukuo  shall  be  divided 
equally.  Foreexample,  if  private  sharholders  re- 
ceive a  12  ^  dividend,  **anchukuo  shall  receive  a 
7/J  dividend. 
"2.   In  the  event  of  liquidation  of  the  corporation,  the  residue 
shall  be  divided  between  the  private  shareholders  and 
the  Government  shares  at  the  ratio  of  two  to  one  up  to 
one  and  one  half  of  the  paid-in  capital.  Any  excess  over 
one  and  one-half  shall  be  divided  equally. 
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"3.  The  Manchoukuo  Government  shall  guarantee  the  principle 
and  a  net  return  of  6^  per  annum  on  all  funds  expended 
by  the  corporation  in  connection  with  carrying  on  enter- 
prises in  ISanchoukuo  for  ten  years.  In  the  event  the  cor- 
poration does  not  earn  6/o  per  annum  and  It  is  necessary 
fior  the  ^anchoukuo  Government  to  make  up  a  deficit  np  to 
6%f    the  Governaaibt  shall  be  relnbursed  in  subsequent 
periods  out  of  any  earnings  in  excess  of  6/o  until  such 
time  as  the  advance  to  cover  the  guaranteed  dividend  has 
been  repaid. 
"4.  There  shall  be  no  Manchoukuo  tax  on  profit  made  by  the 
corporation  from  investments  outside  Manchoukuo.  Also 
dividends,  paid  by  the  corporation  to  shareholders  re- 
siding outside  of  ^anchoukuo  shall  not  be  taxed.  As  to 
taxation  in  respect  to  enterprise^  in  *^anchoukuo,  the 
Manchoukuo  Government  shall  take  suitable  steps  so  as  not 
to  impair  the  functions  of  integrated  aanagement  of 
the  corporation  in  the  event  a  change  in  the  taxation 
system  would,  in  the  future,  caaae  an  additional  burden 
to  the  corporation. 
"5.  The  corporation  shall  not  be  restricted  as  to  the  divi- 
dend rate  in  the  disposal  of  profits. 
"6.   In  regard  to  the  marketability  of  the  private  shares 
of  the  corporation,  the  «Japanese  and  the  Manchoukuo 
Governments  shall  take  suitable  measures  so  that  the 
existing  negotiability  shall  not  be  Impaired. 

"7.  ^^o  restrictions  will  be  placed  on  export  of  dividends." 


fi-  ^  (  'i) 


The  following  table  is  said  to  be  the  list  of  oompetnies  which 
will  come  under  the  management  of  the  new  concern.  (Japan-Manchoxikuo 
Year  Book  1938,  page  948.) 

Capital   (Ten  1,000) 
Companies  Authorized   Paid-up 

Showa  Steel  Works 
Manchou  Colliery 
Manchuria  Mining  Development 
South  Manchuria  Mining 
Shantung  Mining 
ruchow  Mining 
Kaiping  Mining 
Manchuria  Lead  Mining 
Aianchuria  Gold  Mining 
Great  ilanchurla  Gold  Mining 
South  Manchuria  Light  i-etal 
Japan-Mane houkuo  Magnesium 
Dowa  xiutomobile 
Total 

The  Manchoukuo  Government  is  furthermore  expected  to  entrust 
the  larger  part  of  the  work  appertaining  to  the  so-called  ^an- 
choukuo  5  Year  Industrial  Plan,  which  is  scheduled  to  be  under- 
taken with  a  budget  of  3,000  million  yen,  to  the  new  company. 


100,000 

8B,000 

16,000 

16,000 

5,000 

3,100 

3,600 

1,350 

5,000 

2,250 

1,000 

750 

34,320 

33,620 

4,000 

4,000 

12,000 

7,175 

200 

50 

£5,000 

6,250 

7,000 

3,500 

6.200 

3.200 

219,320 

163,245 

Controlling  Legislation 


The  law  passed  by  the  "Manchoukuo 
the  new  regime  is  summarized  as  follows: 
30,  1937.) 


Government  to  provide  for 
(Japan  Advertiser,  December 


"HSINKING, Dec  ember  20,  —  The  Manchukuo  Government  promulgated 
today  the  SupBBvising  Law  of  the  Manchuria  Heavy  Ihdustry  develop- 
ment Company,  effective  December  27. 

"Under  the  super^^ision  6f  the  Manchukuo  Government,  the  new 
company  will  undertake  to  develop  the  heavy  industries  of  Manchukuo 
and  at  the  same  time  promote  the  economic  ties  between  the  new  State 
and  Japan. 

"The  law  consists  of  31  articles,  the  salient  feature  of  which 
is  that  the  Government  will  give  high  protection  to  the  company's 
interests  and  rights,  while  the  State's  control  will  be  considerably 
enhanced . 

"Scope  Outlined 

"Gist  of  the  law  follows: 

"1,  The  Manchukuo  Heavy  Industry  Development  Company  will  invest 
tr.  steel  manufacturing,  light  metal  ^industries,  mining,  motorcar  and 
aircraft  manufacturing  and  coal  mlni^^,  and  will  manage  these  branches 
of  industry,  ^t  also  will  be  empowered  to  invest  in  gold,  zinc, 
lead  and  cooper  mining. 

"2"  The  company  will  be  required  to  establish  its  main  office 
in  Hsinking. 

"3.  The  c  mpany's  board  of  directors  will  be  composed  of  a 
president,  two  vice-presidents,  five  or  more  direc(tors  and  three  or 
more  inspectors.  Aie  president  and  Vice-Presidents  will  remain  in 
office  five  years.  They  will  be  appointed  by  the  Hsinking  Government, 
while  the  directors  and  insoectors  will  be  elected. 
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"4.   The  company  wi 
When  neceaanry  the  company 
Minister  concerned  to  incre 
"5.  State  control  w 
lines: 

"a.   The  right  to 
ances  for  the  president  and 
Manchoukuo  Government. 

"b.  The  company  i 
Hsinking  Government  a  detai 
each  fiscal  year. 

"c.  Election  of  d 
modification  of  the  article 
flotation  of  bonds  and  othe 
lander  special  permission  of 

"d.   The  3tate  Min 
order  considered  necessary 
ment  of  the  company  in  case 
its  supervision  ar:d  control 


11  be  capitalized  at  ^en  450,000,000. 
may  obtain  permission  from  the  State 
ase  its  capitalization, 
ill  be  increased  along  the  following 

appoint  and  fix  the  salaries  and  allow- 
vice-presidents  will  be  vested  in  the 

s  under  obligation  to  submit  to  the 
led  report  on  the  business  program  for 

irectors  and  inspectors,  their  dismissal, 
s  of  association,  disposal  of  profits, 
r  important  matters  are  to  be  carried  out 

the  State  Minister  concerned, 
ister  concerned  is  empowered  to  Issue  any 
in  connection  with  the  business  manage- 

such  is  deemed  necessary  with  regard  to 


Officers  of  Company 
The  officers  of  the  new  company  will  be: 


Chairman  and  President 
Directors 


Auditors 


Yoshisuke  Aikawa 

K.  Shimokobe 

T.   Shimamoto 

E .  Tanaka 

K.  Yamada 

Baron  B.  Ito 

K .   Tamura 

G.  Asahara 

N.  Odaira 

S .   Ibukl 

C .  Iwata 

Y.  Katayyma 

K.  Yamada 
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III 

BACKQROUND  OF  YOSHISUKE  AIKAWA 
AND  THE  NIHON  SaNQYO  KABUSHIKI  KaISHA 

Yoehleuke  Alkawa 

The  decision  of  the  Japanese  Government,  said  to  be  controlled 
in  this  matter  by  the  military  party  in  Japan,  to  invite  capitalists 
to  take  ovet  the  industrial  development  of  "Manchoukuo"  was 
followed  by  their  selection  of  Mr.  Yoshisuke  Aikawa  and  the  J^^ihon 
Sangyo  Kabushlkl  Kalsha,  of  which  he  is  President,  as  the  eole 
agent  for  carrying  tut  the  new  scheme  into  effect.  The  change  amounts 
to  substitutina  ^r,  Aikawa  and  his  company  for  Mr,  Yosuke  Matsnoka 
and  the  South  fianchuria  Railway,  of  which  he  is'Tresident. 

^r.  Yoshisuke  .-ikkawa  was  born  in  ^araaguchl  Prefecture,  Japan, 
in  November  1880.  He  graduated  from  the  -nginaering  College  of 
Tokyo  Imperial  University  in  1903.  He  is  described  as  "a  scion  of 
a  good  family"  in  Yamaguchi  Prefecture.  }Iis  father  was  a  prefec- 
tural  government  official.  Desiring  to  learn  about  the  metal  indus- 
try from  the  ground  up  he  worked  as  a  laborer  in  the  iron  foundry  in 
Shibaura  'for  two  years  after  his  graduation,  fl'e  worked  for  two  years 
as  a  laborer  in  a  foundry  in  the  United  ^tates.  Upon  his  return 
to  Japan  in  1909  he  founded  the  Tobata  Casting  Company,  with  capital 
provided  by  Mitsui,  Kuhara,  Kaijima  and  FuMta  interests,  ^e  was 
helped  greatly  by  his  uncle,  ^arquis  Kaoru  Inouye,  "a  statesman  of 
the  Meiji  Restoration,"  who  took  a  keen  interest  in  him.  He  has  for 
some  years  been  closely  associated  with  his  father-in-law,  Kusanosuke 
Kuhara,  President  of  the  Japan  Iron   Foundries,  who  was  one  of .  his 
original  backers  in  the  •'■'obata  venture,  who  has  supplied  much  of 
nikawa  s  capital.  Kuhara  became  closely  associated  with  the  reaction- 
ary elements  in  the  Japanese  nrmy  and  was  recently  sentenced  to 
prison  for  his  connection  with  the  now  famous  attempt  of  those 
officers  on  February  26,  1936  to  seize  the  control  of  the  Government. 

Mr.  -rt.ikawa  and  *^r.  Kuhara  have,  according  to  all  accounts, 
been  favored  by  substaAAial  i^rmy  support  for  the  last  few  years 
and  the  present  development  is  a  culmination  of  their  relations 
with  the  ^-i.rmy.   Mr.  Kuhara  s  connection  with  the  attempte'i  Army 
coup  d  'etat  which  resulted'"in  his  imprisonment  has  presumably  im- 
proved his  political  sunnort  by  the  Army. 

The  Army  is  said  to  be  opposed  to  the  old  financial  interests, 
such  as  Mitsui,  Mitsubishi,  ^uititomo,  etc,  etc.,  because  their 
prosperity  benefits  only  a  few  families  already  wealthy.  The  Army 
faosrrs  aikawa  and  his  interests  because  thei^r  prosperity  benefits 
an  alleged  5,000,000  shareholders  all  over  *^apan,  in  addition  to 
the  130,000  employees. 

It  seems  clear  that  the  prosperity  of  the  new  company  will 
continue  to  depend  largely  upon  ths  support  of  the  i^rmy  and  upon 
war  expenditures. 

Mr.  «.ikawa  publicly  and  privately  adj^ires  American  business 
and  industtial  methods.  His  e|Bperience  in  the  United  States  is  said 
to  have  aroused  this  admiration  and  it  is  inferred  that  he  is  gen- 
uinely friendly  to  -Americans.  T^  American  engineers  who  have  worked 
for  him  all  speak  of  him  in  the  highest  terms  so  far  as  their 
business  and  personal  relations  are  concerned,  "fhey  also  soeak 
highly  of  his  ability. 
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Nlhon  San^yo  Kabushiki  Kais ha 

rt  great  deal  has  been  written  about  the  Nihon  Sangyo  abushikl 
Ka  sha  during  the  past  few  yaars,  mostly  inspired  articles^'lntended 
to  promote  the  sale  of  shares  of  the  company  and  t;0  promote  the 
said  of  the  product  of  the  subsidiary  companies,  ■''he  following  infer-" 
mation  is  taken  from  a  series  of  articles  in  the  ^^apan  Advertiser 
of  »^anuary  16,  17,  18,  1936,  and  from  other  sources* 

Mr.  Aikawa  and  the  Nihon  Sangyo  i^abushiki  Kaisha  were  relative- 
ly unkonwn  prior  to  1931  but  his  retaarkable  progress  since  then  has 
aroused  universal  attention.  The  Aikawa-»«-kuhara  interests  were  built 
upon  the  success  of  the  Japan  Mining  Company,  which  has  been 
their  largest  subsidiary  and  a  most  profitable  one.  -^t  is  said  to 
be  the  largest  gold  mining  compnay  in  Japan  and  also  produces  silver, 
lead,  copper  and  other  mineral  products,  ^n  recent  years  it  has         j 
paid  as  much  as  lAfo   dididands  on  its  capitalization  of  Yen  89, 127,000, 

The  second  and  third  subsidiaries  are  the  Hitachi  Engineering  I' 
Works  and  the  Hitachi  Electric  Power  Company.  These  depend  largelj;  |1 
on  military  orders.  The  profit  of  the  Engineering  Company  in  the  first  I 
half  of  1935  'vas  claimed  to  be  37. 8>'^  on  its  capitalization  of  * 

Yen  20,000,000  and  a  12$:^  dividend  was  declared.  | 

The  growth  of  the  i^ihon  Sangyo  J^abushiki  Kaisha  has  been  so       ' 
rapid  since  1931  that  in  4936  it  controlled  nearly  50  subsidiaries 
and  '.'.'as  said  to  be  promoting  new  subsidiaries  at  the  rate  of  two 
a  month.  It  v as  interested  mainly  in  "mining,  manufacturing,  marine 
products  and  m^.  scellaneous .  *<   There  follows  «»uq9Xg»  ±£  a  list  of  the 
main  subsidiaries  as  supplied  by  the  company  on  December  8,  1937, 

Since  thatlist  was  given  it  has  just  been  announced  that  the 
Fipponophone  and  Victor  Companies  (Nos.  VIA  and  '^'13  on  the  list) 
have  been  sold  to  the  Tokyo  ^enki  Kabushiki  Kaisha  (with  which  the 
General  Electric  Company  of  Schenectady,  New  ^ork,  has  a  working 
agreement).   These  two  companies  were  purchased  by  the  Nihon  Sangyo 
Kabushiki  Kaisha  within  the  past  two  years  at  the  time  when  they 
were  doing  a  very  rpofi table  business   They  control  the  phonograph 
market  in  Japan,  ^ince  the  new  import  tariffs,  sales  taxes,  and 
exchange  restrictions  were  put  into  effect,  however.  It  is  said  that 
the  companies  have  had  difficulty  making  ends  meet. 

There  may  be  other  sales  of  the  Japan  interests  of  the  Nihon 
Sangyo  Kabushiki  Kaisha  in  order  to  raise  funds  for  financing  the 
venture  in '"Manchoukuo. " 

The  Nissan  Comapny  has  been  fully  reported  on.  (See  the 
confidential  report  of  this  office  on  June  12,  1936,  "Japanese 
Automotive  Industry.")   Its  first  product,  the  Datsun  midget  car, 
Is  said  to  be  selling  well  in  competition  with  Japanese  three-wheelkd 
motorcycle  del  very  vans,  but  it  is  doubtful  whether  the  company 
4ia  making  an  appreciable  profit,   It  second  product,  the  Nissan 
standard  sized  truck,  is  be^ng  produced  m±s.     at  a  rate  of  20  units 
^  day  for  the  Army  and  is  believed  to  be  operating,  at  a  substan- 
tial loss. 
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Companies  Conttolled  tj,  Japan  Industries  Ltd* 

(Nlhon  Sangyo  K.K.) 

As  of  March  30.  1937 

Japan  Industries  established  In  1912 

Capital  Stock  Subscribed  Ten  225, 000, 000 .00 

Amount  paid  In  198, 375, 000 .00 

Old  Shares  -  Ten  50.00  each  fully  paid  2,370,000  shares 

New  Sheu-es  -  Ten  37.50  paid  in 2,130,000  8har««. 

Total  number  of  Shareholders  50,200 

Chalrmem  0  Toshlsuke  Alkawa 


I.  Mining  Industries 

A,   Nippon  *inlhg  Company  (Controlling  Interest  Held  by  Japan 

Industries  -  58%) 
Established  1929 
Capital  Stock  Subscribed  Ten  160,000,000.00 

Amount  Paid  In  138,750,000.00 

Old  Shares  -  Ten  50.00  each  fully  paid   ...  1,5000,000  shares 

New  Shares  -  Ten  37.50  paid  In 1,700,000  shares 

Number  of  Shareholders  6,630 

Number  of  Employees 30.000 

Nippon  Mining  Company  owns  The  Taiwan  Mining  Co.,  Nissan  Steaaship  Co #9  | 
and  the  Nlchlnan  Mining  Co.  \ 

II.  Heavy  Industries 

A.  Hitachi  Engineering  Works  (Controlling  Interest  Held  by  Japan 

Industries  -  35^) 
Established  1920 
Capital  Stock  Subscribed  Ten  117,900,000.00 

Amount  Paid  In  73,688,000.00 

Old  Shares  -  Ten  50.00  each  gully  paid  1,179,000  shares 

New  Shares  -  Ten. 12.50  paid  tn   1,179,000  shares 

Number  of  Shareholders   ••....  7,580 

Number  of  Employees  30,000 

Hitachi  Engineering  Works  owns  the  Osaka  Iron  Works  &  Shipbuilding 
Companies  with  capital  stock  of  Ten  12,000,000.00  fully  paid;  and 
8  other  subsidiaries  Including  Iron  foundry  industry,  precision 
instrument  manufacturing,  etc.* 

B.  Hitachi  electric  Power  Company  (Controlling  interest  Held  by 

Japan  Industries  -  455() 
Established  1927 
Capital  Stock  Subscribed  Ten  10,000,000.00 

Amount  Paid  In  6,250,000.00 

Old  Shares  0  yen  50.00  fully  paid 100,000  shares 

New  Shares  -  Ten  12.50  paid  in 100,000  shares 

Number  of  Shareholders   261 

Number  of  Employees   150 

III.  Automotive  Manufacturing  Industries 
rt..   see  next  page 
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III.  Automotive  ^nufaoturlng  Industries 

H.  Nissan  Automotive  'Manufacturing  Company  (Controlling  Interest 
Established  1933  Held  by  J.  I.  -  lOOjp 

Capital  Stock  Subscribed  Yen  10,000,000 

Amount  Paid  In 10,000,000 

Nissaii  Automotive  ^Manufacturing  Co.  owns  the  Nissan  Automotive 
Sales  Co.-  with  capitalization  of  Yen  5,000,000. 

IV.  Chemical  Indus trives 

A.  Japan  Chemical  Company  -  (Controlling  Interest  Held  by  Japan 

Industries  -  100^) 
Established  1934 
Capital  Stock  Subscribed  Yen  62,000,000 

Amount  Paid  In  53,900,000 

Old  Shares  -  Yen  50.00  fully  paid  430,000  shares 

New  Shares  -  Yen  40.00  paid  in  810,000  shares 

Number  of  Employees   20,000 

Japan  Chemical  Co,  owns  12  chemical  manufacturing  companies. 

B.  Japan  Oil  Company  -  (Controlling  Interest  ^eld  by  Japan  Industries 

-  SOfo) 
Established  1921 
Capital  Stock  Subscribed  Yen  17,500,000 

Amount  Paid  In  17,500,000 

Number  of  Shareholders  ...2,367 

Number  of  Employees  2,000 

Japan  Oil  Co,  owns  40  manufacturing  companies  in  soybean,  fish  oil 
industries,  etc. 

V.  Fishing  Industries 

A.  Japan  Fishing  ^ndustties  ,  Ltd.   (Controlling  Interest  Held  by 

Japan  Industries  -  46^) 
Established  1925 
Capital  Stock  Subscribed  Yen   91,500,000 

>fliount  Paid  In  55,500,000 

Old  Shares  -  Yen  50.00  fully  paid  840,000  shares 

New  Shares  -  Yen  12.50  paid  in  960,000  shares 

Number  of  Shareholders   33,450 

Number  of  Employees  5,000 

Japan  Fishing  Industries  owns  56  subsidiaries. 

3.  Siuth  American  Fishing  industries,  Ltd.   (Controlling  interest 

Held  by  Japan  Industries  -  100^) 
Established  1982 
Capital  Stock  Subscribed Yen  1,000,000 

C«  Japan  Fishing  Industries  Research  Institute  (Controlling  Interest 

Held  by  Japan  Industry  -  100^) 
Established  1935 
Capital  Stock  Subscribed  Yen  1,000,000 

VI.  Electric  and  Musical  Industries 

A,  Nipponophone  So.,  Etd .  (Columbia)  -  (Controlling  Interest  Held  by 
Established  1910  Japan  Industries  -  59^) 

Capital  Stock  Subscribed  and  fully  paid  ..  Yen  7,000,000 
Number  of  Employees  ...  1,700 
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VI 

B.  Victor  Talking  Machine  Co,  of  *^apan,  Ltd.  (Controlling  Interest 

^eld  by  Japan  Industries  -  68^) 
Established  1927 

Capital  Stock  Subscribed  and  fully  paid  Yen  7,500,000 
Number  of  Employees  ...  1,000 

VII.  Plantation  Industries 

A.  Japan  Industries  Rubber  Estate  Co.   (Controlling  Interest  Held  by 

Japan  Industries  -  64%) 
Established  1934 

Capital  Stock  Subscribed  and   fully  paid  Yen  6,000,000 
Number  of  Shareholders  ...  1,183 
Nu'ber  of  Employees  3,100 

VIII.  Other  Industries  and  Businesses 

A.  Daido  Match  Company  -  (Controlling  Interest  Held  by  Japan  IndustrieB 

—  9W 
Established  1927 
Capital  Stock  Subscribed  and  fully  paid  Yen  4,000,000 

Number  of  Employees  4,000 

Daido  Match  Co.  ,owns  .7  subsidiaries 

B.  Godo  ^eal  Estate  Company  -  (Controlling  Interest  Held  by  Japan 

Industries  -  100^) 
Established  1915 

Capital  Stock  Subscribed  yen  5,000,000 
Amount  Paid  In  2,500,000 

C.  Sakhalin  Steamship  Company  (Comtrolling  Interest  Held  by  Japan 

Industries  -  SOjC) 
Established  1918 
Capital  Stock  Subscribed  Yen  3,000,000 

D.  ChuD  Civil  Engineering  Company  (Controlling  Interest  Held  by 

Japan  Industries  -  lOOj^) 
Established  1930 
Capital  Stock  Subscribed  Yen  1,000,000 

B.  Imperial  Lumber  Company  (Controlling  Interest  Held  by  Japan 

Industries  -  100^) 
Established  1933 
Capita;i  Stock  Subscribed  Yen  250,000 
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IV 

ANALYSIS  OF  ECONOMIC  FnCTORS  INVOLVED 

The  announced  intention  of  the  Nihon  Sangyo  Kabushikl  Kaisha 
is  to  invite  foreign  capital  to  participate  in  the  development, of 
"Manchukuo".  Mr.  Alkawa  is  said  to  be  planning  to  visit  the  United 
States  very  shortly  to  obtain  /unerican  capital.  He  will  probably  be 
accompanied  by  Mr,  James  W.  Murray.  Mr.  Murray  is  an  American  citi- 
zen who  came  to  Japan  several  years  ago  as  Treasurer  of  the  i^ippon- 
ophone  Company  (Columbia  Phonograph  Company)  in  Kawasaki.  When  the 
company  was  purchased  by  the  Nihon  Sangyo  Kabushikl  Kaisha  in  1935, 
Mr.  Murray  was  retained  by  the  new  owners  and  has  since  been  acting 
in  an  advisory  capacity  to  the  Company  on  financial  matters ^particu- 
larly in  its  dealing  with  American  companies  in  the  United  ^tates. 
Mr.  Murray  will  therefore  assist  Mr.  -^-ikawa  in  completing  any  fin- 
arcial  arrangements  which  Er.  Aikawa  decides  upon  but  will  not  engage 
in  any  of  the  promoting  activities  of  Mr.  -t^ikawa. 

Mr.  Aikawa  needs  money  or  credit  totalling  several  million 
dollars.  He  wants  it  in  the  form  of  machine  tools,  factory  equip- 
ment, foundry  and  steel  mill  equipment,  mining  equipment,  automo- 
tive equipment,  and  materials.  He  wants  also  the  latest  engineering 
advice  and  the  assistance  of  American  engineers  to  design  the 
plants,  purchase  and  install  the  equipment  and  get  the  new  indus- 
tries in  running  order. 

He  will  pay  well  for  what  he  buys  but  he  wants  all  this  on 
ere  it  for  at  least  three  years  and  preferably  for  ten  years.  His 
proposition  is  to  exchange  shares  or  debentures  of  the  subsidiary 
companies  for  the  materials,  equipment  and  engineering  advice 
received.  He  does  not  want  to  issue  debentures  or  make  loans  which 
mature  in  less  than  ten  years. 

He  will  propose  that  all  American  dollar  investments  will 
be  represente  by  shares  or  debentures  in  yen;   that  such  yen  values 
will  be  revalued  whenever  they  are  re-purchased  by  the  company  so 
that  the  --imerican  Investor  will  get  the  same  dollar  refudd,  regard- 
less of  any  possible  yen  depreciation,  as  his  original  dollar  invest- 
ment. 

The  guarantee  of  sjtch  an  arrangement  will  be  made  by  the 
"Manchoukuo"  Government  in  the  form  of  laws  or  regulations  but  not 
by  treaties. 

No  American  or  other  foreign  investment  will  be  permitted  to 
own  a  contro/ling  interest  in  any  of  the  subsidiaries,  and  lione  of 
the  foreign  investment  will  be  permitted  in  shares  of  the  parent 
company. 

.-Americans  r/ho  may  be  approached  by  Mr.  Aikawa  should  consider 
the  matter  veyy  carefully  before  committing  themselves.  The  follow 
Irlfl  facts  are  given  as  bearing  upon  any  plans  he  may  suggest: 

1.  The  purpose  of  Mr.  Aikawa 's  invitation  to  American 
capitalists  is  to  obtain  funds  or  credit  which  are  not  readily 
available  in  Japan  to  carry  out  his  plans  in  "Manchoukuo,"  A  state- 
ment regarding  Japan's  capital  resources,  prepared  by  Vice  bonsui 
Ivan  B.  White,  is  encloaed  herewith.   The  profit  accruing  to  Ameri- 
can investors  is  only  incidental  to  his  venture.  He  would  not  seek 
American  capital  if  he  could  get  sufficient  capital  in  Japan, 

2.  The  success  of  the  venture  in  "Manchoukuo"  depends  upon 
(a)  the  economic  possibilities  of  "Manchoukuo,"   (b)  the  economic 
situation  in  Japan  itself,   (c-^  the  jsuccess  of  Japan  In  China, 
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(d)  the  political  support  of  the  Japanese  Amy,   (e)  the  contin- 
uation of  heavy  expendltttree  in  Japan  and  "Manchoukuo"  for  nunltiona 
and  other  war  purposes  <|nd  (f)  Mr.  Alkawa's  ability. 

3.  There  is  a  great  difference  of  opinion  as  to  what  the  econodiic 
possibilities  of  "Manchojufuo"  are.  It  Is  an  agricultural  country 
and  the  Japanese  Oovemmeiit  wishes  to  keep  the  market  there  for 
Japan's  own  industries  and  dtes  not  wish  to  establish  industries 
that  will  compete  with  its  own  factories.  It  seems  inconsistent, 
therefore,  to  establish  a  new  automotive  industry  and  a  new  aircraft 
industry,  as  announced  by  the  Company,  unless  it  is  being  done 
purely  for  reasons  of  military  defence  against  Russia.   The  present 
annual  aialjgii  automotive  market  in  "Uanchoukuo"  is  only  2500  units. 
The  annual  consumption  of  aircraft  for  civil  purposes  is  very  little. 
The  principal  industrial  possibilities,  from  an  economic  point 
of  view,  appear  to  be  the  production  of  iron  and  coal  as  a  source  of 
supply  to  Japanese  industries  and  for  national  defence. 

This  off led  is  not  supplied  with  sufficient  datai  to  report 
upon  the  economic  possibilities  of  "Manchoukuo" .   This  data  should 
be  available  in  the  Consulates  in  "Manchoukuo."   There  is  doubty 
however,  as  to  whether  the  proposed  development  is  more  for  economic 
reasons  than  for  military  defense. 

4.  As  the  "Manchoukuo"  Government,  which  is  a  50^  owner  of  the 
new  company  and  which  guarantees  the  profits  and  other  benefits 
to  .unerican  investors,  is  the  instrument  of  the  Japanese  Qovernemnt, 
the  success  or  failure  of  the  new  company  will  depend  largely  upon 
the  success  or  failure  of  present  economic  developments  in  Japan. 
Practically  every  .unerican  or  English  economist  or  business  man  with 
intimate  knowledge  of  the  country  agrees  in  predicting  serious 
economic  trouble  for  the  country  within  the  next  three  years,  whether 
Japan's  militarj'-  activities  in  China  succeed  or  fail.  As  economic 
conditions  in  Japan  becojie  worse,  Japan's  ability  to  support  "Man- 
choukuo" decreases  and  any  guarantees  as  to  profits,  to  exemption 
of  profits  from  taxation,  to  permission  to  export  profits  and  divi- 
dends become  affected.   The  much  advertised  "Japan-Mane ho ukuo  bloc" 
is  only  as  good  as  Japan  can  make  it. 

5.  Japan's  success  in  China  depends  upon  many  unknown  and 
unpredictable  factors.  The  present  military  activity  is  costing 
Japan  a  great  amount  of  money  and  the  desired  economic  expansion 
there  will  cost  a  great  deal  more.  The  Japanese  business  men  are 
not  believed  to  be  too  optimistic,  but  in  any  case  it  is  admitted 
that  failure  of  their  economic  expansion  in  China  would  be  ruinous 
to  Japan  after  the  great  sacrifices  they  are  now  making. 

6.  The  Japanese  admit  that  the  prosperity  of  the  heavy  indus- 
tries of  the  country  since  1932  is  largely  due  to  military  expen- 
ditures. This  can  easily  be  proved,  and  no  attempt  has  been  made 

to  deny  it.   It  is  admitted  that  such  expenditures  cannot  be  supported 
indefinitely.   It  follows  that  when  the  expenditures  stop  either 
by  reason  of  exhaustion  or  otherwise,  the  heavy  industries  will 
suffer  a  depression.   As  the  activities  of  the  new  company  in 
"Manchoukuo"  will  be  largely  in  heavy  industries  and  as  some  of  the 
leading  activities  of  the  Nihon  Sangyo  Kabushiki  Kaisha  in  Japan 
proper,  which  are  now  taken  over  by  the  new  company,  are  heavy  indus- 
tries, it  is  hard  to  see  how  the  Manchoukuo  Heavy  Industry  I^evelop- 
ment  Company  can  fail  to  suffer  when  it  loses  the  support  of  the 
war  expenditures. 

7.   .^s  the  Japanese  -^rmy  officials  are  so  powerful  politi- 
cally and  as  their  policies  are  subject  to  change  without  consider- 
ation of  other  interests,  it  is  always  possible  for  them  to  abandon 
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Mr.  Alkawa  and  his  company  just  as  abruptly  as  they  dropped  *^r, 
Matsuoka  and  the  South  Ivlanchuria  Railv/ay. 

S.   The  success  of  the  venture  also  depends  largely  upon 
Mr.  Alkawa 's  ability  to  manase  the  huge  interests  he  has  undertaken. 
Although  he  has  been  successful  to  date,  his  success  has  admittedly 
been  due  in  large  measure  to  conditions  over  which  he  has  no  control. 
It  is  one  thing  to  expand  successfully  in  boom  times.  It  remains 
to  be  seen  how  he  can  do  in  a  depression.   Some,  but  not  all,  of  his 
ventures  have  succeeded.  Certainly  his  aoitomotive  ventures  are  not 
a  success  and  without  rj"my  support  would  have  been  abandoned. 

9.  The  American  investor  can  buy  Japanese  Government  bonds 
in  New  York,  payable  in  U.S.  dollars,  at  such  a  discoijint  that  they 
yield  him  10^.  The  investment  in  the  new  company  has  only  a 

6%   guaranteed  yield.  The  possibility  of  getting  more  than  6fo   is  purely 
speculative, 

10.  The  American  investor  cannot  buy  any  shares  of  the 
Manchoukou  Heavy  Industry  Development  Cora^ny  but  only  of  the  sub- 
sidiary companies.  The  parent  company  could  declare  a  substatitlal 
profit  from  sources  not  available  to  the  American  investor  and  the 
subisdiary  might  only  declare  a  6ft   dividend, 

11.  The  American  investor  cannot  control  more  than  49^  of 
the  stock  of  any  subsidiary.   If  the  subsidiary,  for  example,  made 
automobiles,  the  -ronerican  investor  could  not  keep  the  company  from    u 
exporting  to  markets  in  competition  with  his  American  plant,  ^e       P 
could  not  be  a  decisive  factor  in  any  of  the  acts  the  directors 
decided  upon.  He  could  be  "frozen  out"  at  any  time« 

12.  The  economic  set  up  in   •■anchoukuo"  is  itill  a  monopoly, 
the  only  change  being  from  the  South  Manchuria  Railway  to  the 
Manchoukuo  Heavy  Industry  De"^elopraent  Company.   If  the  activities 

of  any  subsidiary  in  which  an  ^\merican  might  invest  should  run  counter 
to  the  purpose  of  the  controlling  interests  of  the  parent  company, 
they  would  be  curtailed  even  tbough  it  adversely  affected  the  subsid- 
iary, 

13.  ns  Japan  has  announced  upon  a  number  of  occasions  that 
the  terms  of  treaties  should  not  be  binding  upon  her  when  the  con- 
ditions existing  at  the  time  the  treaties  were  made  have  changed, 
it  is  hard  to  believe  that  less  formal  guarantees,  as  represnted 

by  the  laws  of  "Manchoukuo"  would  be  considere-i  as  binding  her 
if  economic  conditions  in  Japan  became  so  unfavorable  as  to  make  it 
difficult  to  carry  them  tut.  Up  to  now  the  Japanese  Governemnt 
has  never  defaulted  on  its  bonds.   It  would  not  do  so  unless  the 
economic  situation  became  hopeless.   The  situation  is  becoming 
more  and  more  serious,  however,  and  it  is  too  soon  to  say  that 
Japan  will  never  default,   .unerlcan  experience  in  Germany,  Italy, 
Russia,  Spain  and  other  countries  and  the  experience  of  the  foreign 
oil  companies  in  "Manchoukuo"  should  be  considered  in  predicting 
possibilities  of  American  participation  in  the  new  ▼entlu'e. 
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Jan."  5«  Bullitt  cabled  from  Parle  that  Leger,  In  charge  of  the 
Foreign  Office  in  Delboe*  abeence,  had  told  his  that  the 
French  Oovernment  wae  very  i^prehensive  leet  the  United  States 
become  involved  with  Japan.  Leger  said  that  alone  Britain  would 
do  nothing  in  the  Far  East,  no  matter  how  insulted*  But  if  the 
Uhited  States  should  go  to  war  with  Japan,  Britain  wuuld  Join  in 
and  this  would  leave  France  alone  in  Europe.  Leger  said  that  in 
such  an  eventuality  Germany  ar d  Italy  would  strike  at  once  and 
France  Wuuld  be  no  match  for  them. 

Jan.  12.  Bullitt  cabled  that  Prxmas,  new  Italian  charge  in  Paris, 
had  told  him  that  Germany  and  It&ly  had  reached  complete  agree- 
ment as  to  Austria  and  that  Italy  did  not  object  to  Germany's 
taking  over  Austria.  Bullitt  asked  whether  in  that  event  the 
300,000  Tyroleans  might  not  become  a  danger  to  Italy.  Prunes 
replied  that  it  was  &ftx   already  agreed  that  the  Tyroleans  would 
emigrate  to  Germany.  Germany  had  expressed  a  desire  for  farm 
laborers  and  some  25,000  had  already  been  sent.  When  this  was 
completed  Italy  would  be  safe  at  the  Brenner. 
Jan.  12.   Bullitt  cabled  that  Delbos  had  told  him  that  Poncet 
reported  from  Berlin  that  the  Germans  would  agree  to  a  limitation 
of  production  of  military  planes  and  that  in  general  prospects 
for  a  French-German  rapprochement  were  encouraging.  Delbos  said 
in  addition  that  he  believe*  there  wa«  complete  understanding 
between  Germany  and  Italy  as  to  Austria. 
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Reliable  source  reports  that  since  signing  the  tripartite 

Anti-Commintem  Pact  an  agreement  has  been  reached  whereby  com- 
plete Italian  and  German  military  aircraft  engineering  and  design- 
ing data,  plus  the  services  of  technical  advisers,  are  made  avail- 
able to  Japan. 

A  "Shanghai  Mail"  report  states  that  German  experts  on 
ordinance  and  airplane  matters  are  now  in  Japan. 

American  military  attache  at  Hangkow  paints  gloomy  picture 
of  China's  present  military  plight.  States  that  a  Chinese  counter- 
offensive  is  unthinkable  and  he  doesn't  believe  a  force  that  can 
offer  serious  resistance  can  nov;  be  created. 

Japanese  are  reported  to  be  moving  80,000  fresh  troops  from 
Japan  via  liukden.  First  of  these  troops  arrived  at  Mukden  on 
December  I'/th.  Believes  they  are  destined  for  the  northern  frontier^ 
Barracks  with  a  capacity  of  50,000  troops  are  reported  to  have  been 
erected  at  Chaimussu  and  Poll  in  northeast  Manchuria.  Other 
barracks  with  capacities  for  ^.00,000  troops  are  reported  to  be 
located  between  railroads  which  are  rapidly  being  pushed  to  the 
Mongolian  and  northeast  frontiers.  Japanese  agents  are  reported 
to  be  fomenting  action  by  Mohammedans  in  Ninghsia  and  Chenghi 
to  harrass  the  Urunchi-Lanchow  Road. 
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Far  East 

Jan  g2.   from  Tsingtao,  Dom,  of  the  ^.S.  Military  Attache's  staff 

cabled  that  the  Japanese  landed  one  battery  of  truck  drawn  10  centimeter 
howitzers  and  four  batteries  of  horse  drawn  77  inilliineter  guns* 

Jan»82«  John8on»  U.S.  Ambassador  to  China  cabled  from  Hankow  the 
following  message  from  Stillwell,  U.S.  Military  Attache,  for  the 
War  Department: 

"One.  Military  situation  Yangtze  Valley  unchanged.  Death  of  Liu 
Hsiang  and  appointment  of  Chang  Chou  as  Szechwan  Governor  gives 
Central  Government  better  hold  on  Szechwan.  Japanese  making  progress 
toward  Ksuchowfu  along  railroad  from  South.  Believe  Hsuchowfu  will 
not  hold  long. 

"Two.  Reliable  report  from  foreigner  with  long  experience  in 
northwest  indicates  heavy  traffic  on(?)   Lanchow(77  highway.  Estimates 
1500  heavy  Russian  trucks  operating  hauling  munitions.  Daily  arrivals 
Lanchow  100  to  200  trucks.  He  has  counted  400  In  one  day.  Saw  four 
Russian  tanks  and  over  50  Russian  planes  at  Lanchow  on  Jan.  1# 
Highway  being  surfaced  throughout.  Large  gangs  Chinese  laborers  working. 
700  Russian  mechanics,  chauffeurs,  etc  quartered  in  village  near 
Lanchow  handling  transport.  Individual  truck  capacity  four  tons. 
Russians  are  chauffeurs  west  of  Lanchow;  only  Chinese  chauffeurs  east 
thereof." 

Jan.  27.    Lockhart,  of  the  U.8  Embasssy  in  China  cabled  from  Peiping 
Jhat  on  Jan.  25  a  Japanese  officer  had  ordered  the  evacuation  of  the  8cien<j 
hemistry  and  biology  buildings  of  the  Nat  onal  Tsinhua  University.  All    ! 
equipment  would  have  to  be  removed  by  Jan.  27.  The  officer  explained  that 
the  buildings  wuuld  simply  be  borrowed  for  use  as  barraWcs  for  3  or 
4  months  and  were  needed  for  housing  part  of  the  20,000  Japanese  troops 
that  were  to  arrive  in  Peiping  shortly. 

Jan.  gfl.  Harrison,  U.S.  Minister  at  Geneva,  cabled  that  he  "learned 
Lnis  morning  in  strict  confidance  from  Vice  President  of  Board  of 
Managers  of  Swiss  National  Bank  that  Japan  has  been  putting  oul^  feelers  re 
garding  possibility  of  obtaining  a  large  loan  in  Switzerland.  He  gave 
me  to  understand  that  the  Swiss  National  Bank  is  definitely  unfaworable." 

Jan»  28.   Lockhart  cabled  from  Peiping  that  American  military  ob&iervers 
at  Peiping   estimate  that  60  trucks  and  18  narrow  gauge  locomotivv^s 

arrived  in  North  China  betw-.en  Jan.  19  and  Jan.  25.  According  to  F'rench  ob 
servers  10,000  effectives  arrived  in  North  China  and  3,000  departec^. 
during  first  two  weeks  in  January. 

Jan.  29.   Sholes,  U.S.  consul  at  Milan  cabled  that  j^t  "60  Italljm 

air  craft  and  50  Italian  airmen,,  some  recently  returned  from 
Spanish  front.  It  would  appear,  have  been  oraBred  to  Japan.  Embassy 
was  informed  aircraft  shipments  January  25  last.  My  British  colleague 
called  upon  me  today.  His  figures  place  aircraft  sent  at  SO." 


Far  East 

Jan*  29.   Lockhart  of  U.S.  Embassy  at  Peiping  cabled  that  as  a  result 
of  the  protests  of  the  United  States,  the  Japanese  military  authorities 
had  decided  not  to  quarter  troops  in  the  Tinghua  University  buildings. 
Jan «  30 »  Grew  cabled  from  Tokyo  that  the  U.S.  Military  attache  had  supplied 
him  with  a  memorandum  stating  substantially  the  following: 

"An  unusually  large  number  of  Japanese  troops  has  been  assembled 
in  Formosa,  one  estimate  from  Warner  at  Taihoku  running  as  high  as  100,000. 
Great  secrecy  is  being  maintained  regarding  this  foree*  and  it  has  been 
impossible  to  determine  its  strength,  composition  or  location. 

"However,  the  presence  on  the  isleuid  of  Formosa  o/  anything  beyond 
the  normal  garrison  which  is  usually  not  greater  than  10,000  men  is 
significant  at  this  .time."  The  memorandum  added  that  Formosa  is 
obviously  in  no  danger  of  attack  by  the  Chinese  and  is  a  good  base  for 
attacks  on  ;^oy  and  other  coastal  cities. 

Jan.  31.   U.S.  marine  commandant  (presumably  at  Shanghai)  radioed  that 
the  Japanese  were  reported  to  be  reinforcing  the  Wuhu  region  with 
5,000  troops  which  left  Tientsin  on  January  29. 

Jan.  31..  Hull  cabled  F^hillips,  U.S.  Ambassador  to  Rome,  to  investigate 
fully  the  report  of  the  U.S.  consul  at  Milan  that  80  Italian  aircraft 
and  50  airmen  had  been  ordered  to  Japan.  Hull  said  that  President 
Roosevelt  was  disturbed  that  a  number  of  Italian  aircraft  and  especially 
aviators  of  the  regular  or  reserve  forces  should  be  ordered  to  Japan. 
Hull  ac^ded  that  if  Phillip's  investigation  showed  any  basis  for  the        j; 
report  he  w^^uld  probably  ask  Phillips  to  make  a  direct  inquiry  of 
Italy. 

Feb.  2.  Lockhart  cabled  that  he  had  been  informed  that  the  decision  not 
to  quarter  troops  in  Tsinghua  University  had  been  changed  and  the 
original  plan  v;ould  be  adhered  to. 

Feb.  2.   Grew  cabled  from  Tokyo  that  the  British  Ambassador  informed  him 
that  war  supolies  to  China  through  Hong  Kong  had  been  furnished  by 
countties  according  to  the  following  percentages:  Germany  62^; 
Italy  2.1%;    France  12^;  and  Great  Britain  3^.  The  remainder  were  divided 
between  Belgium  and  the  United  States.  Craigie  had  told  Grew  that  he 
took  particular  pleasure  in  communicating  these  figures  to  the  Japanese 
Vice  Minister  for  Foreign  Affairs. 


Europe 

England 

Jan.  24.   Johnson,  ¥.S.  Charge  at  London,  cabled  that  the  U.S.  Military 
Attache  Informed  him  that  a  repre»entatlTe  of  the  British  Air  Ministry 

had  Intimated  that  day  that  his  authorities  would  probably  request 
through  the  British  Ambassador  In  Washington  permission  to  purchase 
certain  American  aircraft.  The  first  item  will  be  not  less  that  12 
Boeing  B-17  models  for  delivery  within  12  weeks. 

The  Air  Ministry  hopes  special  consideration  will  be  given  by  the 
appDopriate  American  authorities  for  release  for  sale  of  these 

Boeing  machines  and  other  aircraft  to  b e  specified  later. 


Spain 

Jan.  21.  Bay,  U.S.  Coi;Jsul  in  Seville  cabled: 

"Political  optimism  described  in  my  Dec.  7  has  been  rudely  shaken 

by  events  of  Teruel.  Moral  effect  of  the  loss  of  that  city  far 

outweighs  military  significance  but  ultimate  liquidation  of  the 

affair  Is  expected  by  operation  now  developing.  Information  received  from 

widely  separated  sources  indicates  General  f'ranco  was  on  the  point  of 

launching  a  drive  on  Guadalajara  to  take  off  from  Jadraque  with 

intention  of  completing  encirclement  of  Madrid  when  attacked  at  Teruel. 

These  circumstances  are  generally  regarded  as  merely  delaying  final  victory 

Tightening  of  frontiers  which  still  continues  is  attributed  to  plot 
against  Franco.  Information  from  German  sources  is  to  the  effect  that 
a  number  of  civilians  were  recently  executed  in  this  connection  at 
Caceres.  Method  of  granting  leaves  to  members  military  forces  has  been 
revised  and  restricted.  Masters  and  crews  of  foreign  merchantmen 
are  not  permitted  to  go  ashore  in  Seville  exception  being  made  for 
ships  of  nations  having  relations  with  General  Franco. 

Foodstuffs,  especially  meats,  scarcer  than  last  year  and  prices 
substantially  higher.  Hotels  ana  restaurants  still  continue  to  serve 
articles  not  available  in  local  markets.  Retail  stocks  practically 
exhausted ." 


Great  Britain 

Jan .  28 .   Johnson,  U.S.  charge  in  London,  cabled  the  text  of  a  note  which 
the  British  proposed  to  present  to  the  Japanese  early  in  February 
stating  that  unless  Japan  could  assure  them  that  she  was  not  contemplating 
building  vessels  in  excess  of  35,000  tons  or  could  agree  to  furnish 

information  as  to  such  building  England  would  invoke  the  escalator 
clause  of  the  London  Naval  Treaty.  It  was  hoped  France  and  the  United 
States  Wv^uld  psesent  identic  notes.  In  a  separate  cable  Johnson  84id 
that  Captain  Phillips  of  the  British  Admitalty  had  informed  the 
/imerican  Naval  Attache  "  ih  Cunfidence  that  it  was  the  opinion  of  the 
Admiralty  that  Great  Britain  must  come  to  some  eort  of  terms  with 
Germany  even  if  material  concessions  were  involved.  This  opinion, 
Captain  Phillips  said,  was  not  shared  by  the  Foreign  Office  which 
was  not  entirely  convinced  that  an  agreement  with  Germany  wuuld  have  of 
necessity  to  be  reached  at  the  cost  of  concessions  that  might  be 
considered  too  great." 


France 

Jan.  25.  Bullitt  cabled  that  "in  the  course  of  a  long  conversation 
last  night  Delbos  said  that  after  his  return  from  Geneva  he  hoped 
to  inaugurate  active  moves  for  reconciliation  with  Germany.  He  said 
that  he  felt  the  Government  of  the  United  States  would  be  of  great 
assistance  in  promoting  such  reconciliation.  The  Germans  had  even 
today  an  e.  ^rraous  respect  for  the  United  States  and  a  latent  fear  of  the 
Unitec  sta  es  and  the  American  Ambassador  in  Berlin  should  be  able 
to  exercise  a  powerful  influence  for  peace. 

"Delbos  xkfluidxkKxftkixxtK  went  on  to  say  that  all  the  information 
he  had  received  recently  indicated  that  Hitler  was  Intensely  interested 
in  the  'humanization  of  warfare'  .  He,  Delbos,  believed  that  the  only 
civilized  way  to  humanize  war  was  to  have  no  war  but  he  and  Chautemps 
felt  that  this  interest  of  Hitler's  in  the  'humanization  of  warfare' 
might  be  used  as  the  door  to  real  Franco-German  reconciliation." 
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February  7,  1938 

The  "^ignlf Icance  of  the  Establishment 

of  the 
"Manchukuo  Heavy  Industries  Pevelopment  Company" 


The  information  supplied  the  department  by  Consul  Richard  F. 
Boyce  in  his  report  entitled  "New  ii^conomic  Organization  in  'Manchu- 
kuo' ",  Yokohama,  January  6,  1938,  suggests  an  interpretation  of 
the  significance  of  the  establishment  in  Manchuria  of  a  new  company 
to  develop  heavy  ii dustries  which  differs  considerably  from  those 
popularly  accepted.  The  facts  in  connecgion  with  the  new  company 
are  as  follows: 

The  Nippon  Sangyo  (Nihon  Sangyo  Kabushiki  Kaisha)  is  a 
Japanese  holding  company  capitalized  at  yen  225,000,000  headed  by 
Gisuke  riikawa,  which  controls  and  manages  a  large  network  of  indus- 
trial and  commercial  enterprises  in  Japan  engaged  in  Mltiing,  ship 
bulflding,  shipping,  fishing,  the  manufacture  of  iron,  automobiles, 
chemicals  and  oils,  marine  products,  matches,  and  electric  power. 

The  ^outh  Manchuria  Railway  Company  is  a  Japanese  corporation 
owning  and  operating  directly,  or  controlling  through  stock  owner- 
ship the  enterprises  occupying  a  key  position  in  the  economic  life 
of  Lianchuria. 

«  new  "Manchukuo"  corporation  called  the  "Manchukuo  ^avy 
Industries  development  Company"  has  been  created,  with  a  capitali- 
zation of  yen  450,000,000.  which  will  acquire  the  assets  of  the 
Nippon  Sangyo  and  at  the  same  time  acquire  from  the  South  Manchuria 
Railway  Company  control  and  management  of  many  important  mining  and 
manufacturing  enterprises  (coal,  iron,  and  gold  mining/^  ,  the  iron 
and  steel  industry,  light  metal  manufacture,  automobile,  aircraft, 
and  other  manufacturing  industries).   Half  of  the  stock  of  the 
new  company  will  be  held  by  the  present  owners  of  Nippon  Sangyo,  and 
half  lay  will  be  held  by  the  "Manchukuo"  Government,  i^r ,   Aikawa  will 
assume  management  of  the  combined  enterprises  contolled  by  the 
new  company. 

The  establishment  of  the  new  company  has  been  generally 
portrayed  tts  the  opening  up  of  Manchuria  to  private  capital,  with 
e  :phasis  upon  foreign  capital,  as  the  result  of  the  failure  of  the 
South  Manchuria  ^^ailway  Company  to  devei^op  the  country  sufficiently, 
and  its  inability  to  attract  capital  for  further  expansion  schemes. 

It  may  be  said  with  a  fair /g|e^ree  of  certainty  that  the 
establishment  of  the  new  company  does  not  imply  any  material  change 
in  the  opportunities  for  private  capital  in  Manchuria.  Private 
Japanese  capital  has  always  been  allowed  to  participate  in  the 
minority  shares  of  most  of  the  enterprises  controlled  by  the 
South  Manchuria  Railway  Company  or  the  "Manchukuo"  Government  and 
foreign  capital  ht^s  been  allowed  in  many.   It  is'important  to  note 
that  the  Supervising  Law  governing  the  new  company  specifies  that 
control  of  the  new  co^Jpany,  even  as  regards  the  details  of  bueineBs 
and  financial  management,  shall  rest  with  the  "Manchukuo"  Govern- 
ment (which  also  will  own  50  percent  of  the  stock  of  the  new  com- 
pany).  Most  of  the  Manchurian  enterprises  slated  to  be  controlled 
and  managed  by  the  new  company  are  "Manchukuo"  special  companies 
already  legally  controlled  by  the  ^tate  with  the  South  ^anchurla 
Railway  Company  owning  controlling  stock  of  all  of  them,  These 
distinctions  are  ni«e  but  irrelevant,  since  the  ^^apaneae  Kwantuns 
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Arny  controls  and  Is  practically  0ynon3rmou8  with  th«  "lanoliibkttd^ 
Government  and  the  South  Manchuria  Railway  Company*  Control  of 
the  Manohurian  interprises  involved,  therefore,  will  remain  central- 
ized  in  the   tame  hands.  Private  investors  will  be  allowed  to  invest 
in  the  minority  shares  of  the  subsidiaries  of  the  new  company  as 
they  were  allowed  previously  to  invest  in  the  minority  shares  of 
companies  controlled  by  the  South  Manchuria  Railway  Company* 

Not  only  does  private  capital  make  no  gain  as  a  result  of  ths 
creation  of  the  new  company;  on  the  contrary,  the  state  of  "Manchuksid"^ 
(or  the  Army)  acquires  control  of  Nippon  3angyo*s  large  network  of 
industrial  enterprises  in  Japan,  ^t  will  bs  possibis  under  the  new 
set-up  to  operate  these  in  coordination  with  the  Manchurian  sntsr«* 
prises,  ^t  is  difficult  to  evaluate  the  relative  importance  of  this 
factor  in  the  creation  of  the  nett   company.  It  may  have  been  the 
principal  reason  for  the  change  or  it  /S^  have  been  a  secondai^ 
reason.  It  can  scarcely  have  been  an  incidental  fact,  however,  that 
the  Army  acquired  as  a  result  of  the  deal  control  of  large  indus- 
trial enterprises  in  «Japan,  particularly  in  view  of  the  world-wide 
trend  toward  increased  military  influence  in  industry, 

Is  it  likely  that  Mr.  Aikawa*s  modern  and  thus  far  very  success* 
ful  business  methods  and  reputation  will  attract  private  capital 
more  successfully  than  the  South  Manchuria  Railwai  Company? 

There  is  little  doubt  that  *^apane8«,  investors  are  exhibiting 
an  extreme  lack  of  confidence  in  the  South  Manchuria  %ilway  Com- 
pan4.  In  1936  the  Company  launched  grandiose  expansion  plans,  spon- 
sored by  the  military,  calling  for  an  investment  of  yen  436, 000,000. 
in  five  years  in  strategic  and  other  primarily  military  enterprises. 
According  to  a  report  received  from  the  American  Consjil  in  Dairen, 
in  March  of  1937,  it  appeared  that  the  Company  tas  borrowing  in 
order  to  pay  its  dividends;  at  the  same  time  the  «^apaneae  Government 
refused  to  pay  up  capital  stocjc previously  subscribed.  *he  South 
*anchuria  Raili^/ay  Company  debentures  were  unsalable  to  the  public 
and  the  newly  adopted  policy  of  selling  to  the  public  some  of  its 
shares  in  subsidiary  companies  had  met  with  relatively  little 
sue  cess . 

The  essence  of  the  lack  of  confidBHce  appears  to  lie  in 
military  domination  of  the  business  araan^ement  of  the  South 
Manchuria  Railway  Company  and  the  vast  ^pansion  of  enterprise 
since  1931  along  strategic  and  military  rather  than  economic  lines* 
The  soundness  of  extensive  heavy  industries  in  "'^anchuria  may  be 
questioned  at  once  upon  economic  grounds.  It  is  highly  doubtful, 
thBPBfore,  that  the  transfer  to  new  management  (control  remaining 
the  same)  of  the  heavy  industries  requiring  extension  in  Manchuria 
will  attract  private  capital,  either  *^apanese  or  goreign,  in  sub- 
stantial quantities.  Nevertheless  the  i^ippon  Sangyo  and  its  sub- 
sidiaries in  Japan  probably  possess  reserves  and  borrowing  power 
which  may  be  milked  for  the  benefit  of  the  Manchurian  enterprises. 
Furthermore,  the  creation  of  the  new  company,  with  half  the  stock 
taken  by  the  Goveynment  of  "Manchukuo"  automatically  pumps  amother 
yen  225,000,000.  of  public  funds  into  Manchurian  industry.  It  is 
true,  these  funds  v/ill  be  used  by  the  new  company  to  acquire  from 
the  South  Manchutia  Raili![ay  Company  control  of  the  Manchurian  enter- 
prises to  be  taken  over  by  the  new  company  and  leave  little 
capital  for  expansion  but  since  the  South  ^anchuria  Railway  Company 
and  the  new  company  are  two  pockets  in  the  same  military  trousers 
this  need  not  detain  us.   The  South  i^^anchuria  Railway  Company,  after 
having  been  paid  off  (probably)  in  "Manchukuo"  bonds,  will  possess 
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as  a  result  of  the  deal  additional  resources  with  which  to  expand 

in  Manchuria  or  in  North  China,  (According  to  recent  press  reports 

the  South  Manchuria  Railway  Company  has  definitely  been  alloted 

the  task  of  developing  the  railways,  rounds  (roads?),  harbors  and      ', 

mines  of  North  China.;   It  may  be  that  lihls  was  one  of  the  more 

important  considerations  of  the  deal. 

Why  should   r.  Aikawa  be  willing  to  merge  his  interests,  and 
those  of  his  co-investors  in  Nippon  Sangyo,  with  those  of  the  some- 
what more  dubious  economic  enterprises  of  the  South  Manchuria 
Railway  Company?   The  character  and  background  of  Mr.  Aikawa  fit 
admirably  into  the  new  picture,  ^e   Is  the  eon-in-law  of  Mr.  Kuhara, 
President  of  the  Japan  Iron  Foundries  and  a  former  Cabinet  Minister. 
Mr.  Kuhara  has  been  associated  with  Mr.  Aikawa  in  many  of  his  most 
Important  enterprises  and  has  supplied  much  of  his  capital.  Moreover, 
he  is  closely  associated  with  the  more  reactionary  element  in 
the  Japanese  Army  and  was  recently  sentenced  to  prison  for  his 
connection  with  the  attempted  army  coup  of  February  26,  1936* 
Messrs.  Aikawa  and  Kuhara  have  been  favored  by  substantial  Army 
support  lor  the  last  few  years  and  several  of  the  more  important 
industries  controlled  by  Nippon  Sangyo  depend  largely  upon  military 
orders.  There  certainly  appears  to  be  a  sufficient  amount  of 
affinity  and  interdependence  involved  to  explain  B4r,  Aikawa*8  action 
in  the  matter. 

Mt-   Aikawa  now  seeks  to  obtain  American  capital  to  aid  in 
the  expansion  schemes  of  this  large  holding  company  controlled  j 

legally  by  the  "Manchukuo"  Government  emd  in  fact  by  the  Japanese        I 
Kwantung  Army  and  conducting  enterprises  both  In  Manchuria  and  J 

Japan,  It  is  reported  that  Mr.  Aikawa  will  come  shortly  to  the  * 

United  States  for  the  puroose  of  eliciting  aid  in  the  form  of  \ 

credits  for  machinery,  equipment  and  materials,  for  which  he  will        | 
exchange  minority  interest  shares  in  the  subsidiary  companies  of         I 
the  Manchuria  Heavy  Industries  Development  Company  (In  no  case  will 
foreigners  be  allowed  majority  interest  or  management  privileges 
in  any  subsidiary). 

Consul  Boyce  believes  that  Americans  who  may  be  approached 
by  Mr.  Akkawa  should  keep  in  mind  the  uneconomic  nature  of  many  of 
the  enterprises  controlled  by  the  Company,  the  Army  control,  the 
almost  inevitable  financial  difficultiOB  of  Japan  in  the  next  few 
years,  the  possibility  of  war  with  Ru»*ia,  and  other  considerations 
which  he  lists. 


M  *  IS  .H  . 
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February  9,  1938 

Yokoh^ewii.  reports  that  ivir.  Aikav/a  is  scheduled  to  sail  from  Japan 
on  the" M.S.  Shichibu  Maru  February  24  fof  the  United  States. 
According  to  a  newspaper  item  in  the  Japan  Advertiser  Mr.  Aikawa 
hopes  to  raise  ?300,000,000 .  in  the  United  States.  .-Jiother 
Japanese  newspaper  item  states  that  the  success  of  Mr.  Aikawa' s 
efforts  in  the  United  '^'tates  depends  upon  Mr.  Aikawa*s  ability 
ar:d  upon  the  attitude  of_Xhe   American  government  toward  his 
venture « 
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Far  East 

reb«  11 >  Lockhart,  U.S.  counselor  of  Eobasey  at  Pelplng,  cabled  that 

reports  indicate  that  the  Japanese  are  continuing  preparations  for 

advances  southward  along  the  Pei ping-Hankow  Railway^  and  in  Shansi. 

The  number  of  Japanese  troops  going  south  on ^ that  railway  has 

increased;  the  number  of  Japanese  forces  on  the  Tai3ruan  plain 

has  been  increasing;  railway  materials  have  been  sent  dxiuth, 

presufflkbly  for  repair  of  the  line  destroyed  south  of  Changteh; 

Japanese  expe(Aitions  to  cause  the  retirement  of  irregular  forces 

west  of  the  Peiplng-Hankow  Hallway  and  north  and  south  of  the 

Shikiachuang-Taiyuan  Railway  have  reportedly  increased  for  the 

purpose  of  rendering  flank  attack  against  the  Japanese  more  difficult.   I 

Rumors  of  a  western  movement  of  Japanese  in  Suiyan  can  not  be  | 

confirmed  In  Pel ping. 

Feb.  11.   Gauss,  U.S.  consul  general  in  Shanghai,  cabled  that  the 

University  of  Shanghai  In  the  Yangtzepoo  District  which  v.as 

occupied  by  Japanese  military  and  naval  units  was  adjacent  to 

a  golf  course  which  was  being  used  as  an  airfield. 


^.// 
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rtbmary  11^  1938 

S. 

Mr.  Secretary 

U. 

Ur.  Welles 

A.S. 

Mr.  Sayra 

EA 

Mr.  Feis 

A-K/C 

Mr.  Murphy 

I  feel  that  you  '.'.111  wish  to  have  knowledge  of  the  facts 
and  appraisals  given  in  Mr,  Jpnes'  very  informative  memorandum 
hereunder  (based  on  Consul  Boyoe's  report). 

SKH 
PA/H:  SKH:  ZMK 
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Berlin 

Dattfd  February  12,  1938 

Rec*d  9:45  &.b. 


Secretary  of  State, 
Washington 


52,  February  12,  noon. 

With  reference  to  the  final  paragraph  of  Oeneva's  number  16, 
January  27,  midnight,  to  the  effect  that  certain  states  were 
reported  as  desirous  of  doing  nothing  which  might  interfere  with 
a  possible  early  understanding  between  United  States,  London  and 
Berlin,  I  have  to  report  as  symptomatic  of  the  current  situation 
here  (Embassy's  48,  February  11,  noon,  paragraph  four)  and  as  of 
possible  interest  the  following  local  development: 

During  the  past  few  days,  despite  the  Department's  announcement     | 
that  the  United  States  has  no  alliance  or  understanding  with  any         | 
other  country,  various  representatives  of  small  powers,  including 
in  particular,  the  Ministers  in  Berlin,  of  Belgium,  the  Netherlands, 
Sweden,  Finland,  Ireland  and  Estonia  have  initiated   conversations 
with  me  in  w  ich  they  express  their  anxiety  lest  developments  in         . 
Anglo-American  relations  might  result  in  postponing  or  preventing        [ 
a  British  rapprochement  with  Germany  for  which  they  are  strongly         " 
hopeful,  regarding  it  as  an  "offset"  to  a  further  crystallization        j 
of  actually  opposing  bloc  aide  of  states  and  as  such  necessary  :^, 

for  the  peace  of  Europe,  their  concern  being  the  safety  of  : 

their  own  countries.  1 

The  purpose  of  what  they  expressed  in  general  terms  was  that 
a  desire  for  an  understanding  withttie  United  States  is  to  a  degree 
at  least  holding  Great  Britain  back  from  negotiations  with  Germany 
because  the  British  Government  either  believes  that  the  support  of 
the  United  States  would  render  unnecessary  the  granting  of 
concessions  of  the  type  asked  by  Germany  as  a  price  for  agreement 
or  because  it  fears  that  a  friendly  fapproach"  to  a  dictatorship 
government,  particularly  Germany,  would  alienate  the  sympathy  of 
Ame  ican  public  opinion  for  Great  Britain. 

I  may  add  that  despite  Admiral  Leahy's  recent  clarification 
of  his  testimony  to  the  effect  that  the  navy  plans  envisaged  only 
the  defense  of  the  United  States  on  the  basis  of  complete 
independence  of  action  which  together  with  the  Department's 
announcement  already  referred  to  I  have  taken  pains  ^o  cite  in  such 
conversations,  the<:q5\i'lomatic  representatives  mentioned  are  still 
inclined  to  attach  at  least  psychological  significance  to  presa 
accounts  that  in  his  earlier  testimony  Leahy  had  referred  to  the 
ant i-comm intern  pact  as  possessing  naval  significance  and  had 
apparently  avoided  replying  in  open  hearings  to  a  question  regarding 
alleged  Hngle-^jnerican  naval  conversations. 


GILBERT 
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Tokyo 

Dated  February  12,  1938 

Rec'd  1:10  p.m. 

Secretary  of  State, 
Washington. 

100,  February  12,  noon. 
Strictly  Conflclentjal 

One.  My  British  colleague  who  talks  to  me  freely  and  so  far  as 
I  can  judge  frankly,  has  told  me  of  the  following  conversation  with 
the  Minister  for  Foreign  Affairs  on  February  9  which  would  appear  to 
be  significant  owing  to  the  marked  change  in  the  Minister's  usually 
placid,  courteous  and  friendly  bearing.  The  fact  that  for  the 
first  time  in  our  respective  dealings  with  him  Hirota  twice  lost 
his  temper  with  Craigie  might  be  due  to  nervousness  engendered  by 
the  strain  of  the  current  sessions  of  the  Diet  or  the  mo\jnting 
irritation  at  the  tone,  iasiste  ce  and  volume  of  Craigie 's  continual 
representations  both  oral  and  written  in  connection  with  British 
interests  in  China  or  perhaps  to  both.  The  Minister's  demeanor  tends 
to  confirm  reports  which  have  come  to  both  Craigie  and  Myself  that 
HiroA4  is  steadily  becomigg  harder  and  more  Intransigent  as  regards 
foreign  interests  in  the  Far  East  and  that  it  is  Hiro4a  rather  than 
Suetsugu  who  leads  the  ultra  Chauvinistic  element  in  the  Government. 
I  myself  have  as  yet  seen  no  outward  demonstration  of  any  change 
of  attitude  on  Hirota's  part  as  regards  nmerican  interests. 

Two.   The  conversation  referred  to  arose  when  Craigie  informed 
the  Minister  that  he  is  In  possession  of  evidence  indicating  that 
Japanese  forces  have  occupied  several  of  the  smaller  Chinese 
islands  in  the  general  vicinity  of  Kong  Kong  and  ag44n  asked  for 
specific  assurances  that  the  statements  of  the  Japanese  Government 
that  it  has  no  territorial  designs  in  China  apply  as  well  to  the 
islands  as  to  the  mainland.  According  to  Craigie  the  Minister  in     pj 
some  instances  in  their  intercourse  became  very  ajigry,  inveighed  againi 
the  continual  British  demands  for  renewed  assurances,  said  that  under  * 
present  war  conditions  Japan  had  given  all  the  assurances  that 
can  reasonably  be  expected,  and  asserted  that  if  the  warfare  is 
prolonged  Japan  may  be  forced  to  occupy  more  territory  whether 
insular  or  on  the  mainland.  If  the  warfare  becomes  permanent,  said 
Hirota,  the  occupation  will  also  be  permanent.  Referring  specifically 
to  Hainan,  Hirota  said  that  the  Japanese  could  not  possibly  give 
a  permanent  pledge  not  to  occupy.  Craigie  pointed  out  that  whereas 
Hong  Kong  cannot  be  reiSarded  as  t  a  threat  to  *^apan  the  occupation 
of  these  islands  by  Japanese  forces  does  constitute  a  very  real 
threat  to  Hong  Kong.  The  general  tone  of  this  conversation 
appears  to  have  been  acrimonious. 

Three,  Craigie  is  aware  that  there  are  large  concentration 
of  Japanese  troops  In  Formosa  (see  our  61,  January  31 i  6  p.m.) 
and  of  Japanese  ships  in  the  port  of  Takao  and  he  believes  that  an 
attack  on  Canton  or  some  other  point  in  South  China  is  impending. 
Four.  Craigie 's  general  reaction  to  this  conversation  with 
Hirota  is  that  the  longer  the  warfare  is  prolonged  the  greater  will 
be  the  likelihood  of  permanent  occupation  by  Japan  not  inly  of  the 
islands  but  of  territory  on  the  mainland.  He  believes  that  Japanese 
assurances  of  "Ho  territorial  designs"  are  likely  to  be  withdrawn 
at  short  notice.  These  prospects  so  seriously  concern  British 


,:i:    :rj  -  2   - 

Interests  ithat  he  contemplates  recommending 

T^fm^umtm^lttSii   or  has  already  recommended  to  his  Government 

(a)  that  continued  support  of  Chiang  Kai  Shek,  whether  by  furnishing 

war  supplies  and  funds  or  otherwise,  is  detrimental  to  British 

interests  and  (b)  that  the  British  Government  should  be  ilert 

to  foster  any  outlook  for  peace  negotiations  which  might 

leave  to  China  any  hope  of  eventual  resurrection. 

Five.  CrAigie  is  informed  and  believes  that  it  was  the 
Japanese  industrialists  and  politicians  and  not  the  military  v/ho 
favored  and  brought  about  the  withdrawal  of  recognition  from  the 
Central  Government. 

Six.   I  think  that  the  nature  of  the  conversation  reported 
above  indicates  that  our  own  practice  of  concentrating  out"  repre- 
sentations to  the  Minister  on  important  issues  and  with  discreet 
timing  is  likely  to  prove  more  effective  than  the  British  practice 
of  constant  hammering  by  alnost  daily  notes,  letters,  and  other 
communications  with  continual  personal  visits  to  the  Minister  or 
the  Vice  Minister  both  on  important  and  routine  issues.  The  British 
procedure  appears  to  be  based  on  the  theory  that  constant  hammering 
will  wear  away  a  stone  but  in  the  present  ■■  temper  of  the 
Japanese  Government  and  military  this  practice  is  liable  to  defeat 
its  own  object  through  the  irritation  which  it  inevitably 
engenders,  clearly  demonstrated  in  Craigio's  last  interview  with  the 
Minister,  "^he  representations  of  the  .imerrlcan  Government  are  at 
least  listened  to  with  respect  and  an  evicient  Inclination  on  the 
part  of  the  Foreign  Office  to  meet  our  wis  hes  so  far  as  the 
military  can  be  influenced  in  that  direction. 

Seven.  About  two  weeks  ago  Craigie  to!  d  me  that  he  had  heard 
from  a  trustworthy  source  that  there  was  *bo  be  a  change  for  the 
better  in  the  Japanese  attitude  t07/ard  Grnat  Britain  and  that 
press  and  other  agitation  against  the  3rl-Lish  '^  as  to  be  discontinued. 
I  did  not  put  much  stock  in  Craigie 's  information.  Since  then 
General  Matsui  in  the  interview  which  he  pave  to  'A'oodhead  sharply 
criticized  the  British  for  trying  to  crea'te  political  issues 
out  of  the  problem  of  preserving  British  isconomic  and  commercial 
interests  in  China  while  the  Japanese  prer-s  has  expressed  the 
conviction  that  it  was  Great  Britain  v/hicl  initiated  the  three 
power  demarche  with  regard  to  naval  construction.  The  feeling 
in  Japan  against  the  British  is  not  in  our  opinion  altogether  H 

artificially  created  as  Craigie  believes  1  t  to  be  but  flows 
from  the  conviction  that  the  British  are  constantly  endeavoring 
to  establish  a  common  front  against  Japan  :ln  order  to  preserve 
British  political  and  economic  interests  in  the  Far  East. 
Reoeate "  to  Kankow . 

GREW 
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Vienna 

Dated  February  13,  1938 

Rec'd  3:50  p.m.  Feb.  13 

Secretary  of  State 
vVashirjgton 

17,  February  13,  6  p.m. 

My  16,  February  13,  1  p.m. 

Reports  from  reliable  source  indicate  that  Hitler  made 
unacceptable  demands  and  that  /n.ustrian  Bovernraent  is  now 
formulating  counter-proposals.  Government  inaccessible  to 
Diplomatic  Corps.  Even  French  iiinister  who  was  promised 
appointment  has  been  unable  to  see  Schmidt.  It  seems  possible 
that  Hitler  is  seeking  foreign  political  triumph  at  the  expense 
of  Austria  to  redress  adverse  effect  of  party  crisis. 

Innsbruck  correspondent  of  an  .\j;ierican  news  agency  reports 
Fibbentrop  passed  through  today  en  route  to  Italy.  Rumors  from 
several  sources  alleged  that  Schuschnigg  had  long  telephone 
conversations  with  Mussolini  before  proceeding  to  Berchtesgaden . 

Small  Heirawehr  demonstration  this  afternoon  for  Starhemberg. 
.-lustrian  legitimists  reported  discouraged  over  probable  course 
of  events. 

WILEY 
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Berlin 

DatQd  February  14,  1938 

Rec*d  2:57  p.m. 

Secretary  of  State, 
Washington. 

56,  February  14,  7  p.m. 

One.  In  a  conversation  with  the  British  Ambassador  following 
his  return  from  London  he  told  me  that  he  had.  been  summoned  to 
London  for  the  purpose  of  discussing  nnglo-German  relations  Including 
among  other  matters  the  "colonial  question."   He  said  that  the 
matter  of  a  "reply"  to  Berlin  v/as  still  very  much  alive  in  London 
but  he  thought  that  action  would  now  await  the  Chancellor's  speech 
on  February  20. 

Two.   ^n  the  course  of  my  conversation  with  'Veizsaecker  on  the 
Austrian  question,  reported  in  my  55,  February  14,  6  p.m.,  I  took 
occasion  to  bring  forward  also  the  improving  Anglo-German  relations. 
'.Veizsaecker  seemed  more  optimistic  than  usual  on  this  point 
commenting  that  he  believed  Henderson'  s  trip  to  London  had  advanced 
matters  . 

He  even  went  so, far  as  to  say  that  he  felt  Henderson  had  come 
back  to  Berlin   "with  somethirg  in  his  pocket",  and  in  discussing 
the  possible  future  movements  of  the  Chancellor  bet'.veen  Berlin 
and  ^erchtesgaden  speculated  as  to  whether  Henderson  would  see 
Hitler  before  ^"ebruary  20. 

I  may  say  that  I  had  been  anxious  to  see  7/eizsaecker  largely 
because  from  certain  minor  indications,  I  had  experienced  a  growing 
impresrion  which  I  v/ish  to  make  clear  is  entirely  a  personal  one 
that  something  was  on  foot  in  the  form  of  conversations  particularly 
betr.een  Berlin  and  London  which  played  some  role  in  the  Austrian 
and  other  European  problems  and  included  what  the  Chancellor  might 
be  induced  to  say  on  February  fO,  in  other  v7ords  a  "negotiated  speedh." 
among  other  things  the  British  Embassy  here  admitted  that  it  was 
aware  of  the  Schuschnigg  visit  before  it  occurred. 

'.Veiszaecker  has  always  taken  the  position  with  me  of  "telling 
me  iis  much  as  he  felt  he  could."   The  implications  of  what  I  have 
just  reported  as  his  saying  to  me,  appear  to  me  to  be  rather  strong. 
I  am  not  attempting  to  interpret  it  further, 

GILBERT 
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GRAY 

Peiping  via  N  .F; . 
Dated  February  14,  1938 
Rec'd  *^:20  a.m. 
Secretary  of  State, 
7/ashington. 

110,  February  14,  6  p.m. 
Embassy's  104,  February  11,  5  p.m. 

One.  Passenger  trains  on  the  Peiping  Hankow  Railway  have  not 
left  or  arrived  at  Peiping  yesterday  and  today  except  for  service  be4v.' 
tween  Peiping  and  Changhsintien ,  a  few  miles  south  of  Peiping. 
This  partially  aubstantiates  widespread  but  unconfirmed  reports 
of  activities  of  Chinese  irregulars  at  Paoting  and  points  along 
the  railway  south  thereof. 

Two.  Press  reports  of  Japanese  advance  southward  in  Southern 
Kopei  have  not  been  confirmed,  nn  iimerican  reports  that  sever  al 
tens  of  thousands  of  Japanese  troops  have  moved  during  the  last 
few  days  from  Shihkiachuang  in  the  direction  of  Taiyuan .  With 
large  numbers  of  Japanese  troops  already  in  Shansi  and  in  Southern 
Hopei  and  Northern  Honan,  it  is  doubtful  whether  irregulars  to 
the  north  of  them  can  seriously  hamper  their  movements  unless  the 
irregulars  are  supported  strongly  by  the  National  Government. 
Repeated  to  Kankow .  By  mail  to  Toltyo . 

LOCKHART 


I  ! 


3467 


GOVERNMENT'S  BALTIMORE  EXHIBIT  21 


Eeproduced  on  following  page. 


GRAY 

Chef 00  via  N^R . 
Dated  Feb.  14,  1938 
Rec'd  12:04  p.m. 


Secretary  of  State, 

Washington. 


February  14,  2  p.m. 

Japanese  marines  have  been  proceeding  eastward  from  Chefoo 
to  Muping  (Ninghai)  by  motor  13th  and  14th.  Current  reports 
indicate  that  armed  Chinese  in  bodies  of  considerable  size  in 
mountains  south  of  Muping  are  opposed  to  Chinese  authorities 
of  the  new  regime.  There  are  no  Americans  in  Shantung  east  of 
Chefoo. 

ALLEN 


L 
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-^  -  „  Vienna 


Dated  February  14,  1938 
Bee*d  11:45  p.m. 


Secretary  of  State, 
Washington. 


18,  February  14,  9  p.m. 
My  telegram  No.  16,  February  13th, 

Have  Just  seen  (?  Illegible  word)'  Schmidt  and  he  told  me  that  the 
Berchtesgaden  conversations  had  been  extremely  "hard"  and  that  he 
had  to  admit  that  Schuschnlgg  had  been  under  heavy  pressure.  I 
Inwulred  whether  Schuschnlgg  had  been  confronted  as  rumored  with  the 
text  of  an  agreement  already  signed  by  Hitler.  He  denied  this  and 
stated  that  during  the  protracted  conversations  every  possible 
combination  had  been  debated,  ^e  admitted,  however,  that  thres 
rankiri^g'^'generals  had  been  present  in  order  to  Invcease  the  pressure 
and  did'^not  deny  a  rumor  that  Hitler  had  threatened  trouble  In  the 
event  that  Schusehnlgg  refused  to  accept  Hitler's  proposals.  It  had 
all,  however,  come  to  a  happy  end  and  he  felt  that  a  great 
service  had  been  rendered  to  world  peace.  He  wou)9^  not  promise  that 
the  solution  would  be  a  permanent  one.  Probably  Austro-German 
relations  would  agaih  come  to  a  crisis  and  require  revision. 

I  asked^  Schmidt  whether  an  agreement  had  actually  been  definitely/ 
concluded.  He  replied  that  the  agreement  had  not  as  ye%t  been  formally 
reached  but  that  he  t-  ought  it  would  be  and  that  a  Joint  communique 
would  be  issued.  T  Inquired  with  regard  to  details.  He  told  me  that 
the  agreement  would  comprise  all  of  the  basic  elements  of  the 
July  11th  accord  and  admitted  that  Hitler  had  requested  the 
inclusion  of  Seyssinquart  in  the  government  as  Minister  of 
Public  Security.  Police  President  Skubl  however  would  remain. 
Schmidt  assured  me  that  the  Chancellor  had  complete  confidence  in 
Seyssinquart  and  that  he,  Schmidt,  did  not  regard  him  as  an 
obstacle  to  appeasement.  He  said  that  "If  he  is  loyal  we  prefer  to 
have  Nazis  arrested  by  a  Nazi.  If  he  is  not  loyal  it  will  mean  that 
appeasement  between  the  two  countries  is  not  possible  and 
something  else  will  have  to  be  done."   I  suggested  that  as  late  as 
two  years  ago  Seyssinquart  had  been  working  actively  on  behalf  o| 
the  Nazis.  He  replied  that  Seyftainquart  was  a  devout  Catholic  and  a±H 
since  that  time  the  "Kultur  Karapf"  had  broke  out.  Moreover 
Seyssinquart  was  in  deadly  opposition  to  Captain  Leopold  the 
illegal  Austrian  Nazi  leader.  I  suggesteit  that  if  Seyssinquart  v/as 
loyal  to  Schuschnlgg  I  did  not  understand  why  Hitler  placed  such 
emphasis  on  his  inclusion  in  the  government  or  if  he  was  not  loyal 
how  the  Austriai  Government  could  risk  turning  over  the  police 
control  of  the  country  to  him.  Schmidt  replied  that  he  had  raised  the 
same  question  with  Hitler.  However  there  was  always  a  "middle  way" 
and  he  hoped  that  it  would  be  found  in  the  present  instance.  (  I 
could  not  obtain  clarification  of  this.) 

I  C-^-)  Schmidt,  if  it  was  true  that  Schuschnlgg  had  shov/n 
Hitler  documents  sfeized  in  Tavs  affair  incriminating  Nazi  leaders 
in  Germany.  Ke  replied  in  the  negative  stating  that  this  had 
previously  been  done  through  Pap  :n .  (Papen  definitely  leaves  end 
of  this  week. ) 

Schitidt  added  that  while  it  had  been  agreeable  to  work  with 
Hibbentrop  he  had  the  definite  feeling  that  Ribbentrop  had 
lnw«irdly  been  much  opposed  to  the  results  achieved. 
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I  queried  Schmidt  with  res'ard  to  the  Italian  attitude.  Ke  was 
r:on-corami ttal  save  for  the  admission  the  Italian  governaent 
was  informed  of  the  negotiations  well  in  advance. 

I  told  Schmidt  that  my  Governraer.t  maintained  a  deep  and  sincere 
interest  in  the  welfare-  of  .^ustria  and  I  was  sure  it  hoped 
earnestly  that  the  Austrian  Government  would  firmly  resist 
threats  against  the  independence  of  Austria. 

I- have  learned  indirectly  but  reliably  fro-n  the  ^""ederal  Press 
Service  that  in  return  for  the  appointment  of  Seyssinquart  Hitler 
promised  the  maintenance  of  the  principles  the  July  11th 
agreement  with  recognition  of  iA.ustria's  independence,  may  (?)  the 
patriotic  front  as  the  unique  ^±KMgB  political  structure  of  /^ustria 
together  with  a  pledge  of  non-interference  in  domestic  affairs; 
economic  matters  were  not  mentioned. 

Schuschnigg  •▼oided  committing  himself  stating  that  he  was  not 
authorized  to  sign  any  agreement  without  previous  consultation  with 
President  Miklas.  .according  to  the  press  service  the  attitude  of  the 
Chancellor  was  that  the  portfolio  of  Public  Security  which  he  nov/ 
retcuins  could  only  be  confided  to  some  one  having  his  entire 
confidence.  President  K'iklas  was  opposed  to  the  proposed  coneession. 

From  another  source  reliably  informed  Hitler  promised  to 
dissolve  Austrian  legion  in  Germany.  About  a  thousand  workmen 
at  ^ustro  Fiat  and  Clayton  Shuttleworth  factories  made  a  short 
protest  strike  this  morning  against  concession  to  National  Socialists. 

My  feeling  is  that  inclusion  of  Seyssinquart  in  the 
Government  would  be  stopgap  solution  reflecting  force  of 
German  pressure  and  would  profoundly  discourage  spirit  of  resistance 
in  rtustria. 


WILEY 


(*)   Apparent  omission. 
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^2.1  Vlenpa 

•^•^  Dated  February  15,  1938 

Rec'd  12:32  p.m. 

Secretary  of  State.  ' 

Washing toh.  j 

Rush. 

20,  February  15,  1  p.m. 
My  telegram  February  14,  9  p.m. 

Dined  last  night  at  a  large  dinner  given  by  Schmidt  with 
Chancellor  Schuschnigg,  Seyssinquart,  members  of  the  Government 
ahd  diplomatic  corps.  Atmosphere  most  oppressive.  To  French  Minister 
Schusohnigg  described  visit  to  Berchtesgaden  as  the  most  horrible 
day  of  his  life.  He  says  that  Hitler  undoubtedly  a  madman  with  a 
mission  and  in  c.omplete  control  of  Germany.  Hitler  openly  told  him 
of  his  desire  to  annex  Austria  and  declared  that  he  could  march  into 
Austria  with  much  greater  ease  and  infinitely  less  danger  than 
he  incurred  in  remilitarization  of  the  Rhineland.  Schuschnigg  admits 
that  appointment  of Seysstliqjiart  is  highly  dangerous  but  states  that 
he  will  make  it  in  order  to  avert  the  "worst."  In  respect  of  Italy, 
Schuschnigg  declared  that  be  can  count  only  on  moral  not  material 
support. 

Schuschnigg  is  attempting  to  make  best  of  bad  situation  and 
was  in  a  long  and  friendly  conversation  with  Seyssinquart.  Hornbostel 
is  in  utter  despair  and  states  openly  that  there  is  nothing  left  for 
him  to  do  but  to  leave  Foreign  Office. 

Italian  Minister  claims  that  he  w«s  informed  of  Berchtesgaden 
meeting  only  on  the  eleventh  and  denied  that  Italy  took  any 
initiative  in  the  matter.  W^-   telegraphed  full  information  to 
Mussolini.  Latter  however  is  engaged  in  winter  sports  and  up  to  last 
night  Ghigi  had  no  information  that  his  messages  had  reached  the 
Duce.  Italian  Minister  gives  anxious  impression. 

Papal  Nuncio  admits  that  Seyssinquart  may  be  good  Catholic 
but  fears  nevertheless  that  it  is  the  beginning  of  the  end. 

The  French  Minister  who  has  been  here  fitee  years  states  that 
this  ftfr  the  most  critical  moment  since  July  1934.  "It  is  not  the  end. 
It  is  the  moment  before  the  end."   In  his  opinion  Austria  can  only 
be  saved  by  immediate  reconciliation  of  France  and  jingland  with 
Italy  and  energetic  Joint  act.  Enderrs  author  of  May  constitution 
made  identical  remark  this  morning. 

In  my  opinion  Austrian's  situation  is  most  unfortunate  and 
menacing.  If  Seyssinquart  is  loyal  his  appointment  would  not  be  a 
solution.  If  he  is  disloyal  it  is  a  catastrophe.  Germany 
probably  plans  gradual  Danzigf ication  and  any  unsupported  efforts 
of  j^huschnigg  may  make  to  outmaneuver  Seyssinquart  can  at  best 
onl^  retard  this  process. 

Repeated  by  telegraph  to  Paris,  London,  Berlin  and  ^orae. 

WILEY. 


^■^^^ 


^yjte^Ay 
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^  £ 


Secretary  of  State 
Washington 


Paris 

Dated  February  15,  1938 

Received  3;17  p.m. 


240,  February  15,  3  p.m.  Section  One. 

I  have  just  discussed  ?/ith  Leger  the  situation  created  by 
Schuschnigg's  visit  to  Berchtesgaden. 

Leger  said  that  Schuschnlgg  had  informed  the  French  Minlstef 
in  Vienna  very  privately  and  confidentially  Ihat  he  had  been 
received  with  the  utmost  brutality.  Hitler  had  had  three  generals 
including  Reichenau  standing  behind  hia  throughout  the  conversation 
and  had  made  the  following  four  demands:  (one;  that  the  Austrian 
Government  should  declare  ar  amnesty  for  all  Nazis  and  permit  those 
now  in  Germany  to  return  to  .iustria;  (two)  that  those  Nazis  who  Imd 
been  deprived  of  their  pensions  and  positions  because  of  their 
political  affiliations  should  be  restored  to  their  pensions  and 
positions;  (three)  that  Seyss-Inquart  should  be  appointed  Minister 
of  the  Interior  and  given  control  of  the  entire  Austrian  police  force; 
(four)  that  Austria  should  agree  to  take  no  action  with  regard  to 
foreign  affatits  without  previous  consultation  with  the  German 
Government. 

Leger  went  on  to  say  that  Schuschnigg  had  returned  to  Vienna^ 
intensely  depressed  and  that  Guido  Schmidt  was  doing  his  best 
to  persuade  Schuschnrigg  to  accept  these  demands  of  Germany. 

Leger  made  the  obvious  comment  that  the  acceptance  of  these 
demands  would  mean  the  end  of  Austrian  independence. 

Section  Two.  I  asked  if  the  French  Government  had  taken  any 
action  in  Vienna  or  given  Schuschnigg  definite  advice.  Leger  replied 
that  there  had  been  no  formal  contact  whatsoever  between  Schuschnigg 
and  the  French  Minister  since  the  former's  visit  to  Berchtes|aden. 
The  information  which  Schuschnigg  had  given  the  French  Minister  had 
been  given  most  privately  and  Schuschnigg  had  not  asked  for  advice 
nor  had  any  been  given  him. 

Leger  went  on  to  say  that  he  did  not  know  whether  or  not  the 
French  Government  would  decide  to  urge  Schuschnigg  to  reject  these 
demands.  The  question  would  have  to  be  decided  by  Chautemps  and 
Delbos  after  consultation  with  Chambcerlain  and  Eden.  The  decision 
would  in  his  opinion  rest  on  the  interpretation  of  recent  events  in 
Germany . 

^   message  had  been  received  from  Francois  Poncet  giving  what 
he,  Leger,  believed  to  be  an  accurate  account  of  the  genesis  of  the 
Berchtesgaden  visit.  Hitler's  old  Nazi  friends  had  been  urging  him  to 
give  up  the  idea  that  he  could  acquire  ii>ustria  by  peaceful  evolutions 
and  to  turn  to  the  method  of  force.  Hitler  was  most  loath  to  use 
force  because  the  generals  of  the  Relchswehr  had  convinced  him  that 
the  army  would  not  be  in  condition  to  fight  a  major  war  against 
France  and  England  for  approximately  another  year.  Hitler  therefore 
had  wished  to  make  a  last  .attempt  to  gain  his  objective  by 
overwhelra-ng  Schuschnigg's  will  to  resist. 

Section  Three.  He  had  had  the  three  generals  present  in  order 
to  make  it  clear  to  Sc  uschnlgg  that  If  necessary  there  would  be 
force  behind  his  words. 

An  additional  reason  for  Hitler's  reluctance  to  use  force  or 
threat  of  force  was  the  fact  that  during  the  present  period  of 
preparation  of  the  German  army  he  wished  to  avoid  any  act  which 
might  produce  a  strong  government  of  national  defense  in  Francs  and 
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an  intenslfioatlon  of  British  war  preparations  and  incidentally  an 
increase  in  Amsrican  hoetility  to  Germany. 

Beger  went  on  to  say  t'  at  both  he  and  Francois  Poncet  were 
entirely  convinced  that  if  Schuschnigg  should  accept  the  first 
two  demands  of  Hitler  but  reject  the  final  two  demands  Hitler 
would  not  dare  to  use  force.  He  would  employ  Sfery  means  short  of 
mobilization  to  make  life  uncomf ortabbb  and  impossible  for  the 
Austrian  Govemment  but  would  not  mobilize.  Leger  said  that  he  was 
not  sure  that  Chautemps  and  Delbos  would  agree  with  him  in  this 
diagnosis.  It  «?as  possible  to  believe  that  Hitler  would  mobilize 
three  or  four  divisions  on  the  Austrian  frontier  and  that  Schuschnlgg 
would  be  forced  to  give  way  at  a  moment  of  great  European  crisis. 
Section  Four.  If  one  adopted  the  latter  interpretation,  it 
would  obviously  be  less  dangerous  to  have  Schuschnlgg  submit  now 
rather  than  later.  Leger  said  that  there  were  indications  that  the 
latter  interpretation  might  be  the  interpretation  of  the  British 
Government.  In  that  case  France  would  do  nothing. 

Schuschnlgg  would  have  to  be  assured  of  at  least  moral 
support  from  France  and  England  and  perhaps  also  Italy  in  order  to 
be  in  a  portion  to  resist. 

Leger  said  that  the  French  and  British  Governments  would 
discuss  the  problem  this  morning.  He  added  that  Hitler  had  not 
delivered  an  ultimatum  with  a  time  limit  to  Schuschnlgg  and  he 
believed  that  Schuschnlgg  would  attempt  to  gain  time  by  standing  on 
his  dignity  for  a  brief  space, 

BULLITT 
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February  15,  1938 
4  p.m. 


Telegram  sent 

^MLEG.nTION 

VIENTU 

6. 

Your  No.  18,  February  14,  9  p.m. 

The  Department  has  found  your  recen-t  telegraphic  repor 
particular  your  telegram  under  reference,  most  enlight 
extremely  helpful. 

I  am  somewhat  concerned,  however,  by  the  statements 
say  you  made  to  Schmidt,  as  reported  by  you  in  the  six 
of  your  telegram.  You  should  very  carefiilly  avoid,  in 
riaklng  any  statements  which  can  possibiy  be  construed 
that  your  Government  is  involving  itself,  in  any  sense 
European  questions  of  a  purely  political  character  or 
any  part,  even  indirectly,  in  the  determ-^ nation  of  sue 


ts,  and  in 

ening  and 

which  you 
th  paragraph 
the  future, 
as  implying 

is  taking 
h  questions. 


HULL 
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Paris 

Dated  Feb.  15,  1938 

Rec'd  5:03  p.m. 

Secretary. of  State, 

Wa-"hington. 

241,  February  15,  4  p.m. 

Reference  my  194,  February  4,  6  p.m. 

Confidential 

The  same  informant  in  the  Austrian  Legation  advised  us  today  that 
for  the  past  few  weeks  Italy  has  assured  Austria  that  in  the  event 
of  German  aggression  against  niistria  Italy  will  mobilize.  Italy  has, 
however,  at  the  same  time  urged  nustria  to  temporize  as  much  as 
possille  with  Germany  in  order  to  gain  time  and  not  put  Italy 
in  the  position  of  having  to  take  such  action. 

Our  informant  likewise  stated  that  he  had  talked  over  the 
telephhne  to  Vienna  this  morning  and  that  it  was  his  impression 
that  Chancellor  Schuschnigg  would  probably  appoint  Seiss-^nquart  as 
Minister  of  the  Interior  and  head  of  public  security  but  would  have 

the  control  of  the  government  police  taken  away  from  the  latter 
department  and  put  under  the  Prefect  of  Police  in  Vienna;  thus 
outwardly  acceding  to  Hitler's  demands  but  actually  not  doing  so 
In  that  the  latter 's  real  desire  was  to  have  a  Nazi  sympathizer 
control  the  police. 

BULLITT 
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GRAY 

London 

Dftted  Tebmary  16,   1938 

Rec*d  3:02  p.m. 


Secretary  of  State, 
Washington. 


136,  February  16,  7  p.m. 

Your  67,  February  4,  7  p.a*,  and  previous. 

Strictly  confidential. 

Admiral  Lord  Chatfield  talked  informally  but  at  some 
length  yesterday  with  Captain  Willson  concerning  escalation  under 
the  London  Treaty.  Based  on  this  conversation  it  appears 
probable  that  the  Admiralty  will  favor  for  this  Year's  progrcuame 
raising  the  battleship  limit  to  about  39,000  tons  and  making  no  change 
in  cruiser  limits.  Captain  Wlllson  forwarded  a  full  report  by 
mail  to  the  Navy  Department  in  yesterday's  pouch  via  QUEEN  UARY. 

JOHNSON. 


T7' 
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Paris 
Dated  February  16,  1938 
Rec'd  3:47  p.m. 


Secretary  of  ^State, 

Washington 

249,  February  16,  5  p.m. 

Strictly  conf ider.tial  for  the  Secretary, 

The  Austrian  Minister  has  just  read  to  me  a  telegram  which  he  re- 
ceived this  morning  from  Schuschnigg.  It  indicated  that  Schuechnigg 
has  by  no  mefids   given  up  hope  of  maintaining  Austriem  independence. 

Schuschnigg  hadl  conf idance  that  Seyss-inquart,  although  a 
pan-German,  would  not  work  in  an  underhadnd  manner  for  the  IntPD- 
duction  of  Nazis  into  the  regime. 

Amnesty  would  be  extended  at  once  not  only  to  Nazis  but  also 
to  Social  Democrats.   This  amnesty  would,  however,  not  include  those 
who  had  ©migrated  from  Austria  thus  excluding  from  the  country  all 
those  Austrian  Nazis  who  are  now  in  Germany. 

The  right  to  Conduct  political  propaganda  would  be  extended 
not  only  to  the  Nazis  but  also  to  the  Monarchists  and  Social  Demo- 
crats. Those  Nazis  who  had  been  excluded  from  office  and  pensions 
because  of  their  political  opinions  would  have  their  pensions  re- 
stored but  Would  not  be  given  their  former  offices. 

The  position  of  Schuschnigg  was,  I  gathered,  the  following: 
that  he  would  continue  to  struggle  for  -Austrian  independence;  that 
he  believed  this  independence  could  be  maintained  in  the  long  run 
only  if  there  should  be  reconciliation  between  England,  France,  and 
Italy;  that  he  considered  recognition  of  Ethiopia  essential  for 
any  such  reconciliation  since  the  Italians  were  genuinely  convinced 
that  the  British  at  some  future  date  would  attempt  to  drive  the 
Italians  out  of  Ethippia  which  would  mean  the  collapse  of  the 
Fascist  regime  in  Italy. 

Section  Two.  Schuschnigg  felt  that  the  actions  which  he  was 
about  to  take  would  produce  a  temporary  breathing  period  but  in  the 
end  would  prove  to  be  Just  as  unsatisfactory  to  Hitler  as  his  actiona 
which  followed  the  accord  of  July  1936.  He  expected  therefore  that 
at  some  future  date  Germany  would  attempt  again  to  repeat  the 
Berchtesgaden  coup  and  would  mobilize  if  necessary  on  the  Austrian 
front! ew.  He  would  make  no  further  concessions.  He  could  not  attempt 
to  fight  Germany  alone  and  if  faced  by  German  mobilization  would 
have  to  resign* 

The  question  of  Austrian  existence  as  an  independent  state 
therefore  depended  on  the  possibility  that  before  Hitler  again  should 
become  sufficiently  irritated  to  mobilize  on  the  Austrian  frontier 
there  might  be  reconciliation  between  England,  France  £uid  Italy  and 
an  agreement  between  those  etates  to  support  Austrian  independence. 

The  Austrian  Minister  added  that  he  believed  the  extension 
of  amnesty  to  the  Social  Democrats  would  add  greatly  to  the  strength 
of  Schuschnigg *s  regime  as  the  Social  Democrats  would  be  the  strongest 
opponents  of  a  gradual  Nazification  of  Austtia. 

In  contradiction  of  the  opinions  expressed  above  with  re'gard 
to  Seyss-Inquart  I  was  told  this  morning  by  a  gentleman  who  says 
he  knows  Seyss-Inquart  Intimately  t^at  the  latter  is  a  hundred 
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p«r  cent  Nazi  by  conviction  although  a  devout  Catholic  and  that 
he  will  insert  Nazis  gradually  into  all  vital  posts  and  strike 
for  a  decision  in  a  few  leonths. 
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Paris 

Dat^c^  February  16, 

Hec  d  4*34  p.m. 


1938 


Secretary  or  State, 
Washington 


255,  February  16,  9  p.m. 

In  conversation  today  the  Belgian  Ambassador  who  served  in  Berlin 
before  coming  to  Paris  said  that  in  his  opinion  the  Austrieun  situation 
Bight  easily  have  found  a  worse  solution  than  the  temporary  one 
actually  reached.  Everyone  knew  tl-at  in  the  absence  of  a  determined 
stand  by  Great  Britain  and  France  ^itler  could  seize  Austria  whenever 
he  wanted  to.  As  a  matter  of  fact  he  ha^;!  not  seized  Austria  but  had 
come  to  an  agreement  with  Schuschnigg  by  brutal  methods,  it  is  true, 
under  which  Austria  would  be  allowed  to  continue  aj  an  Independent 
state  for  the  time  being  at  least.  Kerchove  attached  great  importance 
to  the  fact  that  Skubl  as  Ur dersecretary  of  the  Department  of  Security 
Is  apparently  to  continue  in  control  of  the  Austrian  police  and 
felt  that  this  as  well  as  other  points  which  Schuschnigg  is  reported 
to  have  obtained  indicate  that  there  has  not  by  any  means  been 
complete  abdication  in  the  face  of  Hitler's  demands. 
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Vienna 

Dated  Feb.  16,  1938 

Rec'd  8:48  p.m. 


Secretary  of  State, 
Washington. 


Rush 

25,  February  16^,  10  p.m. 

Strictly  confidential 

My  21,  February  15,  5  p.m. 

Have  3u8t  seen  Minister  for  Foreign  Affairs  Schmidt  who  seemed 
on  the  whole  cheerful.  He  expressed  confidfhce  that  a  period  of 
internal  quiet  would  ensue  but  felt  nevertheless  that  kike  the  agree- 
ment of  July  11  only  temporary  appeasement  could  be  obtained.  The 
task  of  Seyss-Inquart  wbuld  be  to  bring  into  the  fold  those 
elements  which  have  so  far  been  irreconcilable,  '^e  did  not  know 
how  this  could  be  accomplished  and  foresaw  that  Seyes-Inquart  would 
have  difficulty  with  Nazi  extremists.  Probably  several  new  councilors 
of  state  would  be  appointed  but  this  had  already  been  under  deliber- 
ation with  Seyss-Inquart  for  some  time.  I  asked  what  further  steps 
the  Austriar  Oovei  nment  would  take  in  carrying  out  Berchtesgaden 
agreement.  He  replied  that  pensions  would  be  given  to  ex-functionaries 
who  wei e  dismissed  for  Nazi  activities.  They  would,  however, 
not  be  reinstated.  The  amnesty  did  not  apply  to  the  Austrian 
Legionaires  in  Geripany.  He  dislred  that  someone  be  appointed  in 
administrative  capacity  to  look  after  Austro-German  press  matters  under 
the  two  governments.  This  move  he  said  had  not  been  dictate:!  ^7  # 
Hitler.  ^ 

Schmidt  said  that  present  Germeui  maneuvers  on  the  Atstrian 
frontier  had  been  planned  for  two  months.  He  did  not  believe  that 
they  were  a  military  demonstration  against  Austria. 

Also  saw  the  French  Minister  who  has  interviewed  Schuschnigg 
and  Hornbostel  with  both  of  whom  he  has  unusually  close  uiWBKtisiix 
relations.  Paux  to'd  me  that  formation  of  cabinet  was  bitterly  contest- 
ed. Papen  made  a  last  minute  effort  to  have  Glaise  Horstenau  made 
Vice  Chancellor  and  an  outstanding  Nazi  appointed  Minister  of 
Justice . 

(I  am  reliably  informed  that  Bishop  Gfoellner  of  Linz  rushed 
to  Vienna  despite  illness  and  urged  resistance  upon  President 
Miklas.  In  consequence  Catholic  Church  claims  credit  for  saving 
these  posts  from  Nazis.) 

Schuschni'gg  informed  ithe  French  Minister  that  in  Berchtesgaden 
conversation  Hitler  boasted  to  him  of  military  prowess  of  Germany, 
deprecated  French  military  equipment,  alleged  that  everything  he  did 
with  respect  to  /Austria  and  the  Sudeten  Germans  was  in  entire  agree- 
ment with  Halifax,  (British  Minister  has  telegraphed  this  to  the 
Foreign  Office)  that  in  two  years  time  Italy  would  no  longer  mean 
anything  to  Germany  and  that  it  was  holy  mission  to  unite 
80,000,000  Germans  into  a  nation  which  would  rule  Europe. 

In  contrast  with  Schmidt  the  Chancellor  frankly  resents 
Germarj  maneuvers  as  military  ddmonstration  against  Austria. 
i^lso  article  In  today's  National  Zeitung  of  Essen  that  reconstruction 
of  Austrian  cabinet  Is  first  step  in  Gleichschaltung. 

French  Minister  believes  immediate  future  unpredictable  and 
hopes  that  there  will  be  at  least  a  temporary  period  of  quiet.  He  re- 
mains, however,  most  pessimistic  regarding  the  future  of  Austria  and 
is  apprehensive  that  present  German  success  will  encourage  Hitler  to 
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undertake  some  new  wmmi^mms     adventTkre  within  a  few  months  which  may 
precipitate  European  war.  He  stated  that  today  the  British  Government 
had  made  representations  at  Berlin  and  that  tomorrow  the  French 
Government  would  do  likewise.  He  feared,  however,  that  these  represen- 
tations were  of  a  harmless  informative  nature  not  likely  to  serve  as 
an  effective  deterrent. 

I  have  also  seen  the  Italian  Minister  who  assumes  the  attitude 
that  nothing  unusual  is  going  on  and  that  Austrian  independence  is  not 
menaced.  Mussolini  sent  message  last  night  approving  proposed  cabinet 
reorganization. 

A  prominent  .Austrian  banker  who  is  exceptionally  well  informed 
described  the  situation  as  most  favorable  possible  outcome  for  Austria. 
Hustria  was  threatened  with  radical  action  by  Germany  which  could  not 
be  resisted.  Present  compromise  v/ould  prove  far  less  successful  for 
German  aims  than  Hitler  expected.  Seyss-Inquart  was  fundamentally 
weak  and  Vacillating  and  would  be  out-maneuvered  by  Schuschnigg  and 
Skubl  the  Secretary  of  State  for  Public  Security.  He  was  sure  that 
Austria  had  gained  six  months  during  *hich  time  international 
situation  might  change  in  some  way  favorable  to  Austria. 

Indirectly  but  reliably  informed  of  views  of  their  present 
Left  Wing  Leader.  He  does  not  expect  immediate  trouble  from  Austrian 
Natis  and  believes  that  Austria  will  have  some  months  of  relative 
quiet  during  which  Seyss-Inquart  will  be  in  constant  and  ineffective 
conflict  with  Skubl.  There  will  be  frequent  threats  of  resignation 
from  Seyss-Inquart  and  in  due  course  another  crisis  in  relations 
with  Germauiy. 

General  consensus  is  that  Schuschnigg  deserves  sympathy  and 
admiration  for  the  manner  in  which  he  came  out  of  Berchtesgaden 
ordeal.  It  is  felt  that  he  yielded  minimum  and  rendered  great 
service  to  nustria  and  peace  of  Europe. 

Pending  Hitler's  speech  of  February  20  andi  clarification  of 
attitude  of  -Austrian  Nazis  it  is  impossible  to  inake  any  forecast. 

.^■ 
WILEY      ,'-;> 
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Austria,  Germany  i*>?/ 

,  Feb,  1^.  Wiley,  U.S.  charge  at  9lenna,  cabled  the  cabinet  changes 
approved  by  Mlklas  the  preceding  night,  adding  that  he  was  Informed 
through  official  sources  that  the  German  Government  had  demanded 
aictlon  on  its  requests  by  midnight  and  had  staged  an  Impressive 
military  demonstration  along  the  frontier. 

Feb.  14.   Gllbdrt,  U.S.  charge  at  Berlin,  cabled  that  Hemmen,  former 
German  counsellor  of  Embassy  at  Buenos  Aires  and  the  negotiator 
of  the  Canadian-German  commercial  agreement  of  1935  and  the 
German-French  agreement  of  1937  and  now  in  the  economic  section  of 
the  Foreign  Office,  was  being  sent  to  the  United  States.  He  would 
travel  around  securing  economic  Information  and  would  be  available 
after  the  signature  of  the  U.S.  -  British  trade  agreement  4o 
discuss  possibilities  of  negotiating  a  trade  agreement  between 
Germany  and  the  United  States. 

Feb.  17.  Ph.llllps  cabled  from  Rome  that  Clano  said  that  while  the 
Inclusion  of  Sey  ss-Inquart  in  the  cabinet  meant  "a  pronounced  Increase 
of  German  Influence  In  Austria  he  nevertheless  felt  that  it  was  far 
better  t'^j  have  c;ooperation  between  the  two  goverxoaents  since  any 
Increase  of  Austrian  opposition  or  hostility  to  Germany  might  of 
Itself  be  an  invitation  to  Hitler  to  take  some  drastic  step.  Clano 
also  told  me  that  there  would  be  very  mush  closer  cooperation  between 
the  German  and  Austrian  armios  and  that  during  the  next  year  there 
would  be  an  exchange  of  hlgU  ranking  officers  between  the  two 
armies." 

Feb.  16.  Gilbert,  U.S.  charg^  at  Berlin: 

"The  Military  Attache  reports  that  as  a  result  of  numerous 
conversations  and  discusslon^js  with  army  sources  he  Is  convinced  that 
the  agreemmnt  reached  with  Aiastria  as  a  result  of  the  Hltler- 
Schuschnlgg  conversations  conatains  military  clauses  providing  for 
the  gradual  &  assimilation"  of  the  Austrian  army  Into  the  German. 

"Presumably  this  military  agreement  covers:  (one)  unification 
of  tactical  doctrine  through'  adoption  of  similar  text  books, 
(two)  Austrian  adoption  of  (perman  military  organization,  i(txuiibc 
(three)  gradual  Introduction  of  uniform  weapons,  (four)  coordination 
of  war  plans. 

"The  Military  Attacihe  believes  that  within  the  relatively 
near  future  there  will  be  evidence  of  a  military  alliance  through 
the  appointment  of  standing  piilitary  missions  by  each  country 
to  the  other  coftntry. 

"As  a  corollary  of  tthe  foregoing  it  is  believed  here  that 
further  changes  in  the  Austrian  Government  will  be  announced 
shortly  which  will  Include  t^e  appointment  of  a  "pro-Germaji"  Chief 
of  Staff  of  the  Austrian  arm.y,^'  (JA^ 
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Special  Gray 

Tientsin  via  N.R. 
Datfd  February  17,  1938 
Rec  d  8:30  a.m. 


Secretary  of  State, 

Washington 

39,  February  17,  2   p.m. 

My  No.  29,  February  11,  noon. 

I  have  been  reliably  informed  that  412,000  gallons  of 
kerosene  have  been  imported  duty  free  j.t  'Tientsin  under  Japanese 
military  auspices  during  February  and  that  354,000  gallons  of  duty 
free  kerosene  were  forwarde^  to  Peipin^  by  the  Japanese  Takas  Petro- 
leum Company  between  January  1  and  February  12  to  be  placed  on 
the  market  there. 

CALDV^EU. 
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Gray- 
Tokyo 

Dated  February  17,  1938 
Rec*d  9:10  a.m. 


Secretary  of  State, 
Washington. 

Ill,  February  17,  5  p.m. 

The  British  Ambassador  today  furnished  me   v;ith  the  following 

statement  regarding  smuggling  in  North  China: 

"His  Majesty's  Charge  in  China  has  received  reliable 
confidential  information  that  during  the  period  January  24th  to 
31st  over  17,000  packages  ':.ere  l^n'.^ed  near  Ch'nwangtao  without 
payment  of  duty.  The  duty  on  sugar  alone  thus  evaded  was  almost 
^50,000  even  at  the  new  tariff  rates". 
Repeated  to  Shanghai . 

GR3W 
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Berlin 

Dated  February 

Rec'd  2:25  p.m 


17,  1938 


Secretary 


of  State, 
7/ashington 


60,  February  17,  6  p.m. 

This  evening's  press  announces  that  the  new  Austrian  Minister 
of  the  Interior  Seyss-^nquart  arriver'  in  Berlin  this  morning 
"for  a  short  visit"  and  was  received  by  Hitler.  It  is  learned  that 
he  also  saw  Ribbentrop  and  it  is  reported  that  the  necessity  was 
impressed  upon  him  in  both  of  these  conversations  of  cleaning  up 
in  Austria  vhat  was  described  as  "Comrauhist  elements".   It  may  be 
further  noteworthy  that  he  spent  some  time  at  the  offices  of  the 
secret  police. 

The  circumstance  of  a  newly  appointed  member  of  the 
Austrian  cabinet  who  is  known  to  be  pro-German  being  thus  in 
effect  "summoned"  to  Berlin  is  construed  here  as  sharply  indicative 
of  the  nature  of  the  new  relationship  between  Germany  and  -f^ustria, 

GILBERT 
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Paris 

Dated  February  17,  1938 

Rec*d  3:35  p.m. 

Secretary  of  State, 
Washington. 

2%9,  February  17,  8  p.m. 

The  Foreign  Office  states  that  ^rancois  Poncet  is  seeing 
Ribbentrop  at  five  o'clock  this  af -ernoon.  The  ap-^ointment  was  akked 
for  the  day  before  yesterday  but  Ribbentrop  was  xuiable  to  set  an 
hour  before  this  afternoon.  Francois  will  request  Information  con- 
cerning the  exact  significance  of  the  meeting  at  Berchtes^aden  on 
February  12  and  will  state  that  the  French  Government  has  a  deep 
interest  in  whatever  takes  place  in  Central  Europe. 

The  British  Ambassador  in  Berlin  saw  Ribbentrop  on  the  15th 
and  made  a  demarche  along  the  lines  of  the  foregoing.  He  was  told 
that  the  discussion  at  Berchtesgaden  with  Schuschnigg  had  been  con- 
cerned only  with  removing  the  causes  of  difficulties  which  had  arisen 
from  the  working  of  the  iVustro-  German  agreeraeh^  of  July  1936  and 
that  a  communique  would  be  issued  shortly  giving  all  pertinent 
information  (this  was  before  the  final  decision  of  the  Austrian 
Government  had  become  known). 

The  French  do  not  expect  to  receive  any  more  satisfactory  or 
enlightening  response  from  i^itobentrop  than  was  given  to  the  British. 
They  state  hov/ever  that  the  fact  that  this  step  has  been  taken  in 
Berlin  by  both  the  French  and  British  Governments  has  some  impor- 
tance as  manifesting  the  interest  of  both  governments  in  what 
traspires  in  Central  Europe. 

It  seems  clear  however  that  the  'rench  and  British 
action  in  Berlin  has  been  taken  mainly  for  the  sake  of  the  record 
out  of  a  feeling  that  they  could  hardly  afford  to  pass  by  recent 
events  in  complete  silence. 

Copies  to  Berlin,  Vienna. 

BULLITT 
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February  18,  1938. 
German  domination  of  Central  Europe 
an'5  Czechoslovak  trade  agreement. 

Mr.  Vladimir  Hurban,  Czechoslovak  Minister, 
The  Secretary, 
Mt.  Sayre, 

Mr  Hnrban  called  on  the  Secretary  by  ap'-^ointment  in  order 
to  deliver  to  him  a  message  just  received  from  his  Government.  Mr. 
Kurban  began  by  saying  that  the  situation  in  Czechoslovakia  is  gratee, 
-  "very,  very  difficult".  He  went  on  to  say  that  Germany  is  threaten- 
ing to  dominate  Central  ICurope  economically  as  well  as  in  other 
ways.  He  said  that  his  Government  believed  that  the  German  Govern- 
ment intends  the  complete  domination  of  Central  Europe  and  that 
German  activities  seem  to  point  to  a  plan  of  forming  extensive 
clearing  agreements  with  all  the  European  countries  of  Central 
Europe  except  Austria  and  Czechoslovakia.  Within  the  limits  of  such 
an  extensive  clearing  agreement  would  be  Hungary,  Yugoslav^ia, 
Bulgaria,  Rumania,  Greece,  and  other  countries  similarly  situated. 
The  economic  effect  of  such  a  union  would  be  extensive  bartering 
without  money  passing  on  the  basis  presumably  of  the  German  mark. 
In  the  words  of  the  Czechoslovak  Minister,  it  would  be  equivalent 
to  a  large  monetary  union.  He  said  that  Austria  and  Czechoslovakia 
would  be  left  out  of  this  because  of  German  plans  to  dominate  these 
two  countries  through  political  means.  From  the  entire  group  trade 
from  the  other  countries  would  be  virtually  excluded.  In  other 
words,  the  plan  was  German  dominstion  of  (S'entral  Europe,  with  a 
closed  door  to  the  trade  of  every  other  country.  The  Czechoslovak 
t/Iinister  said  that  his  Government  had  brought  this  matter  to  the 
attention  of  the  British  and  f'rench  Governments  within  the  last  day 
or  two  aid  that  he  was  now  instructed  to  bring  it  to  the  attention 
of  the  Un  ted  States  Government. 

In  view  of  this  development,  the  Kzechoslovak  Minister 
said  that  he  hoped  we  would  not  be  rigid  In  insisting  upon  the 
language  in  our  ti*&de  agreement  covering  the  Danubian  preferancee, 
for  he  said  that  some  kind  of  a  Danubian  alliance  seemed  to  be  the 
only  way  successfully  to  prevent  the  achievement  of  such  a 
German  plan  as  he  outlined. 

F  .B  •  S . 


3499 


GOVERNMENT'S  BALTIMORE  EXHIBIT  37 


Reproduced  on  following  page. 


wm 


London^  No.  £57,  March  28,  8  p.B* 
"Mjr  241,  March  23,  7  p.m. 

"I  have  Just  finished  all  hour's  talk  with  Orandi  who  recently 
returned  from  Italy. 

"First,  he  is  vitally  concerned  regarding  America's  opinion  of 
Italy.  Second,  he  informed  me  that  the  agreement  with  England  will 
positively  go  through  within  the  next  few  weeks;  the  Spanish  situation 
will  not  stop  the  agreement,  settlement  of  that  problem  being  taken 
care  of.  Third,  he  impressed  me  with  the  fact  that  the  Italians  will 
heave  a  sigh  af  relief  on  making  this  deal  with  England  which  will 
relieve  them  of  being  so  closely  identified  with  Germany.  In  answer 
to  Moffat's  letter  to  me  of  March  14,  I  would  say  that  in  my  opinion 
the  successful  conclusion  of  this  agreement  would  definitely  weaken 
Italy's  connection  with  Germany. 

"Grandi  was  not  particularly  flattering  in  his  opinion  of  Goerlng. 
Hitler  we  did  not  discuss.  He  is  very  Impressed  with  Chamberlain  and 
says  that  he  has  enjoyed  the  last  month  in  England  more  than  the  pre- 
vious five  and  a  half  years  because  of  the  Prime  Minister's  attitude." 

REMEDY 
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March  26.   Ravndal,  U.S.  consul  at  Buenos  Aires  cabled: 

"According  to  best  possible  source,  Germany  Is  secretly  pur- 
chasing large  stocks  of  cereals  and  linseed  in  A'^gentina,  presuma- 
bly for  excessive  fees.  Shipqjents  since  January  15,  1938,  have 
been  of  unusual  volume  and  local  shippers  are  strictly  prohibited 
from  divulging  any  information  regarding  them." 


I 
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March  26,  Lane,  U.S.  Ulnlster  at  Belgrade,  cabled: 

"Minister  of  War  restated  to  me  yesterday  that  construction 
of  Yugoslav  fortifications  on  German  frontier  which  was  initiated 
prior  to  anschluss  is  proceeding.  Yugoslav  Government  now  evincing 
active  interest  in  coming  to  agreement  with  Standard  Vacuum  Oil  Co* 
respecting  duty  on  crude  oil  due  to  military  necessity  of  gaso- 
line reserves.  General  Marie  discounted  importance  of  recent 
incidents  in  northern  part  of  the  country  attributing  them  to 
local  political  rather  than  to  international  causes. 

"Assistant  Minister  for  Foreign  Affairs  said  to  me  this  morning 
that  general  European  situation  appears  calmer;  that  ^itler  will 
not  attack  Czechoslovakia  realizing  that  such  action  would  lead 
to  general  coalition  against  Germany,  and  that  war  will  probably 
be  averted  for  2  years  at  least." 
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March  28.  Phillips,  U.S.  Ambassador  at  Rome,  quoted  the  communique 
in  the  Informazione  Diplomatica  on  Chamberlain's  speech.  In  refer- 
ring to  the  communique's  warning  against  French  intervention  in 
Spain,  Phillips  said: 

"There  is  every  evidence  that  the  Italian  Government  is 
seriously  preoccupied  over  the  possibility  that  France  may  inter- 
vene actively  in  behalf  of  the  Spanish  Government  forces.  One 
such  indication  is  the  effort  to  speed  up  negotiations  with  Great 
Britain,  two  conversations  between  "-iano  and  Perth  having  taken 
pi.4ce  over  the  weekend." 


^^ 
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Ma£ch28.  U.S.  consul  at  Taopico,  Mexico,  In  a  cable  describing 
the  oil  industry  situation  stated  that  a  Japanese  tanker  was 
expected  at  Tuxpam  the  morning  of  inarch  29. 


i 
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Far  East 

March  28.   Grew,  U.S.  Ambassador  to  Tokyo,  cabled  that  the  Commer- 
cial Attache  had  been  informed  by  an  official  of  the  Bank  of 
Japan  of  the  following  gold  shipments  (presumably  to  the  U.S.): 
20,000,000  yen  on  March  27  via  the  Kinkwa  Maru,  ^0,000,000  yen  via 
the  Komaki  Maru  on  April  8  and  30,000,000  yen  via  the  Titibu  Maru 
on  April  9. 

U.S.  Marine  detachment  at  Tientsin  reported  by  naval  radio  on 
March  28  as  follows: 

"During  21-28  March  approximately  700  Japanese  wounded  or  sick 
evacuated  via  Chinwangtao.  Vo   unusual  troop  movements.  Hospital 
ship  unloading  supplies,  nature  undetermined." 


% 
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Rome,  77,  March  29,  noon  W-^yB 

"My  69,  March  20,  noon. 

"The  Embassy  learns  that  in  the  course  of  the  conversations  be- 
tween Ciano  and  the  British  Atnbassador  on  March  26  the  British  requested 
assurances  that  at  the  end  of  the  war  all  Italian  volunteers  should 
leave  Slpanish  territory  and  that  all  Italian  war  material  would  be 
withdrawn.   These  assurances  were  given  the  following  day  but  the 
Italian  Government  has  reserved  the  right  to  sell  or  to  give  certain 
quantities  of  war  materials  to  the  Franco  Government  when  they  are  no 
longer  needed  by  the  Italian  forces  in  Spain. 

"The  Ambassador  also  requested  that  sone  official  Italian  recog- 
nition be  given  to  those  passages  in  Chamberlain's  recent  speech  which 
referred  to  the  satisfactory  progress  of  the  negotiations  with  Italy, 
This  was  likewise  agreed  and  the  Informazione  Dlplomatlca  communique 
quoted  in  the  Embassy's  telegram  No.  76,  March  28,  6  p.m.,  was  issued* 
The  British  embassador  adds,  however,  that  he  had  no  prior  knowledge  of 
last  paragraph/  containing  the  warning  against  French  intervention. 

"Assurances  were  also  given  by  the  Italian  Government  that  it 
would  start  almost   immediately  to  withdraw  troops  from  Libya  at  the 
rate  of  a  thousand  a  week  until  the  normal  peace  strength  or  about 
one-half  the  present  garrison  has  been  reached. 

"Several  other  minor  points  to  be  clarified  but  it  is  believed 
that  only  outstanding  major  question  to  be  resolved  relates  to  the 
form  and  publicity  of  the  agreement.   It  has  been  agreed  that  it  will 
take  the  form  of  a  general  protocol  with  separate  Instruments  covering 
the  various  points  included  In  the  conversations  to  enter  into  force 
at  a  date  to  be  set  by  the  two  governments.   This  would  permit  the 
British  to  determine  what  progress  had  been  made  In  Spain  and  the 
Italians  to  await  recognition  by  SxtllB  Great  Britain.  The  Italian 
Government  is,  however,  anxious  to  make  public  the  terms  before 
Hitler's  visit  and  is  insisting  upon  some  form  of  public  pledge  on  the 
part  of  Great  Britain  with  respect  to  the  recognition  of  the  Empire. 

"It  is  not  yet  known  whether  the  British  Government  will  be  willing 
to  make  such  a  public  pledge  before  the  League  Council  meeting. 

"It  has,  however,  been  proposed  that  there  be  a  public  exchange 
of  letters  between  the  British  Ambassador  and  the  Italian  Foreign 
Minister  setting  forth  the  under 'b-0fij<ing   on  the  part  of  the  British 
Government  to  go  to  Geneva  with  a  view  to  ultimate  recognition  of  the 
Empire  and  the  reaffirmation  of  Italian  commitments  with  respect  to 
Spain.  The  Ambassador  Is  seeking  fenatructlons  on  this  point  and  believes 
that  the  negotiations  may  be  speedily  concluded  if  his  Government 
is  willing  to  accppt  thW' proposal , " 


PHILLIPS 
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Marach  29. 

Carr,  U.S.  Minister  at  Prague,  cabled  a  summary  of  the  Prime 
Minister's  speech  of  the  28th.  After  noting  the  reference  in  the 
speech  to  future  minority  measures,  Carr  said  "no  mention  made 
of  new  measures  though  they  are  probable  since  in  addition  to 
Chamberlain's  auggestion  we  know  that  British  and  German 
ministers  think  further  measures  and  improved  administration 
essential." 


( . 
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Warsaw.  No.  38,  March  29,  4  p.m. 

"One.  I  learn  following  in  strictest  confidence  from  Beck  and  his 
associates? 

"(A)  feeck  gained  distinct  impression  in  conversations  with  Musso- 
lini and  Ciano  during  Beck's  recent  Rome  visit  that  they  both  shared 
Beck's  vitw  in  respect  to  Danubian  Valley:  whereas  Italy  focused  its 
attention  on  the  Mediterranean  and  Poland  on  the  Baltic  neither  would 
like  to  see  the  hegemony  of  any  country  develop  further  in  the  Danubian 
Valley. 

"(B)   Of  pertinent  interest  moreover  during  adjournment  of  Anglo- 
Italian  conversations  Mussolini  had  recently  pointed  out  Italy  was 
fundamentally  interested  in  ascertaining  the  extent  to  which  Britain  would 
be  Interested  in  doing  something  to  bring  about  economic  and  other 
appeasement  in  that  area  which  had  been  disturbed  by  recent  events 
(such  as  Austria).   My  informants  added  that  in  other  words  Mussolini's 
soundings  on  this  score  indicated  Mussolini's  interest  in  embarking 
on  a  potential  counter  policy  vis  a  vis  Germany's  suspected  aspirations 
in  Danubian  Valley;  the  counter  policy  envisaging  economic  assistance 
to  rfesuue  the  Danubiem  and  Balkan  states  from  being  swept  into  the 
German  camp . 

"Two.  My  Informants  added  their  opinion  f^-.at  Britain  would  pro- 
bably be  inclined  to  leaVe  treatment  of  this  problem  in  abeyance 
until  current  obstacles  stftll  retarding  an  Anglo-Italian  solution  of 
the  problem  in  Spain  will  have  been  eliminated." 

BIDDLE 
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Japan  ^'^^- 

On  March  50  the  Department  cabled  to  the  U.S.  legations  at  Costa 
Rica  and  at  Panama: 

"The  Department  has  learned  from  a  presumably  reliable  source 
that  certain  Japanese  have  approached  the  E  .W .  Creevy  •trading 
Company  with  reppect  to  the  ^Bsxifai±±ty  possible  purchase  of  a 
manganese  mine  said  to  be  owned  by  that  company  on  Cocos  Island." 

March  51.  The  U.S.  legation  at  Panama  replied: 

"Neither  of  Creevys  in  Panama  eince  December  nor  has  shown 
active  interest  in  Panama  manganese  although  reported  developing 
Guanacaste,  Costa  Rica,  deposits.  No  manganese  deposit  or  Creevy 
interest  in  Costa  Rican  Cocos  Island  heard  of  in  presumably  informed 
sources  in  Panama  but  confirmation  by  the  Legation  at  San  Jose  is 
suggested . 

"Creevys  reputedly  capable  of  such  deal  or  of  pub"y.ci8ing 
fictitious  foreign  offer  for  promotion  purchases." 

April  1.   U.S.  Legation  at  San  Jose,  Costa  Rica,  cabled  that  there 
were  no  manganese  deposits  on  Cocos  Island,  that  the  Creevys  had 
available  4,000  tons  on  the  Guanacaste  coast  of  Cocos  Bay. 


March  51.   The  Fourth  i^egiment  of  U.S.  Marines  stationed  at  Pelplng  (?) 
cabled  that  one  regular  Japanese  division  had  recently  been  trans- 
ferred from  Central  China  to  Japan. 

March  25.   U.S.  consul  at  Dairen  in  a  cable  referring  to  commer- 
cial treatment  of  American  products  stated  that  a  few  days  before 
a  permit  entry  had  been  granted  for  1,000  American  motor  trucks 
purchased  by  the  authorities  in  Hsinklng. 
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England  -»^V7 

On  March  '4^,   Kennedy,  U.S. Ambassador  to  London,  cabled  about  the 
British  desire  to  prodeed  without  delay  with  discussions  under 
paragraph  3  of  Article  25.,,The  aable  added: 

"Captain  Wilson  in  conversation  with  Admiralty  officials  was 
told  that  the  British  are  anxious  to  fix  a  limit  of  about 
48,000  tons^  which  they  believe  will  give  a  well  balanced  ship 
carrying  nine  16  inch  guns.   They  feel  that  the  next  higher 
logical  limit  would  be  about  47,000  tons,  providing  a  balanced 
ship  of  twelve  16  inch  guns." 

On  March  30  Hull  replied  by  cable  agreeing  to  proceed  at  once  with 
the  discussions  under  paragraph  3  of  ^irticle  25. 

rt.  typed  despatch  of  Febru-.ry  26  from  the  ksgias  American  Minister 
to  the  Hague  referred  to  his   despatch  Xo,  182,  dated  February  14, 
"wherein  it  was  reported  that  a  secret  understanding  has  existed 
since  1934  between  the  Netherlands  and  £xltlx)uiixxlBX  British 
air  forces." 


Germany 

On  March  30,  Wilson,  U.S.  charge  at  Paris  sent  cable  No.  497,  8  p.m., 
as  follows: 

"A  German  friend  formerly  in  the  diplomatic  service  who 
maintains  relations  with  Von  Neurath  has  just  atrived  here  fi^om 
Berlin. oHe  tells  me  that  the  leaders  of  the  party  are  urging 
Hitler  to  move  quickly  against  Czechoslovakia  in  order  to  take 
advantage  of  the  favorable  situation  created'  by  French  weakness 
and  British  unprepare.^ness .   Their  thought  is  that  when  the  . 
Czechoslovak  proposal  for  dealing  with  minorities  is  hno\%n  it 
should  be  treated  as  a  sort  of  3erchtesgaden  arrangement, 
denounced  as  unsatisfactory,  disorders  to  take  place  in  the 
Sudeten  country  with  an  appeal  for  the  assistance  of  German,  troops. 

"My  informant  said  that  Von  Neurath  a:  d  others  were  playing 
for  time  and  counseling  that  no  aggressive  action  be  taken  at 
least  until  after  Hitler's  visit  to  Rome." 

Italy 

April  1,  '.Vilson,  TJ'.S.  consul  at  Genoa,  cabled: 

"Have  just  heard  from  reliable  confidential  source  that 
order  issued  last  Tuesday  placing  fleet  from  La  Spezia  to  French 
boundary  under  6  hours  sailing  orders  has  now  bden  cancelled." 


3521 


GOVERNMENT'S  BALTIMORE  EXHIBIT  48 


Enlargement  of  Microfilm  Frames  1-2,  Government's 

Exhibit  11 


Reproduced  on  following  pages. 


J  iiU' ry  9,   19:^, 


iW3 

Jytr.   SAyr« : 


I   ui  returning  th«  OenB&n  aid«-jMnoiro 
whioh  j:>u  8«nt.  ae   on  KoTeubt^r  :?3  together 
vlth  A    MiBoraiidUB  by  Ur.   Dnrlington. 

The  TX>«ltion  tAken  In  this  aeaorandum 
••eoifl   to  ■«  entlivsly  aounu.      fherc?  !•  auoh 
to  iM   SAld  for  the  Tlew  that  a  oontlJiued 
imejBTMathetlo  Mttltude  on  our    virt  Tro*jld 
teaA  to  weaken  further  the  position  of  the 
•ore  ■od'erst^  el^aante  In  the   jerwui  bureau- 
orooj.     Moreover^   when  our  oonoeeelone  to 
bo  Bade  to  the*  Unit.«d  Kin^^oui  and  Canada 
are  withhold  froa  Ooraanj*  eoonoaio  oretf^uro 
OS  Ooroaajf  %rlll  be  Inoreased  and  the  drlre 
towarde  autaro]^  will  be  given  greater 
l«potue«  reeulte  diaaetrloalljcppote'l  to 
what  wo  are  etrlTlng  to  aohlewe  through 
tbo  %rade«4Lgreeaente  t>rograa. 

It  Ifl  not  the  Intention  of  oooreo 
that  aajr  mibllo  etOT>e  be  taken  to  oonolude 
a  trade  agreenoat  with  0>«rBan/  r>rlor  to  the 
eleotlotto  In  the  fall  of  thle  jear.     Hov» 
owor  the  period  betwooa  now  and  then  lai^it 
woll  bo  utllltod  In  oarrfliig  on  Informal 
and  oonf Identlal  exploratory  dleoueelone 
with  a  Tlev  to  working  out  anewere  to  the 
dlfflonlt  queetlone  Involwod, 

Mr. 


-  ^  - 

Mr.  Darlington  points  out  that  a 
trad«  am«Mnt  with  (}«rBany  holds  greaiar 
possibilities  for  an  expansion  of  our  ex* 
ports,  partloularljr  of  agrioultiiral  pro- 
AoatSy  than  an  agree asnt  with  aaj  other 
eoimtry,  and  that  suoh  an  agreeisent  would 
probablj  be  an  Isportant  force  laaklng  for 
world  peaoe.  These  points  sees  to  ae  to 
be  also  well  taken. 

Zf  a  BeoMrandun  indloatlng  a  readl* 
assa  to  enter  into  exploratory  dlsouasloaa 
were  glYOtt  to  the  QerBan  Eabassjr  it  would 
be  desirable  to  iafom  thea  that  sush  di0» 
•uesiene  oust  be  of  an  inforaal  and  ooiifi*» 
ieatlal  eharaoter* 

Sia«e  the  eubjest  is  of  suoh  oust* 
standing  iaportanoe,  2  beliewe  it  would 
bo  desirable  for  it  to  be  further  dio- 
oaosod  with  the  interested  DirieioB.  Z 
boUoTo  that  jou  will  wieht  theref  oro  to 
ooad  the  file  next  to  Ca,  einoo  it  hag 
not  yet  boea  soon  bj  that  Diwision^  and 
thSM  baA  to  CA  for  oonsidei^tion  of  our 


0. 
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Up*  NAwkints 

Z  aa  r«t'^F^is^  th9  Altls  tfisiolrt  nhioh  was  kiaadsA  to 
Mf*  «»ll«s  t^  tl^®  O^nMB  Aatestador  @a  Oototer  81,  X88?t 
mm  B^m%  to  jrmi  ^  Mr.  ti^fV9  for  oo— mt  ^^  Mawwmlmf  S9* 

«•  taA¥«  oofi«,  I  f««l«  to  A  PAtHsr  l^^s^taat  point 
la  oar  ooaaoroial  i^latloao  witli  OonMagr*     Oror  too  irooyt 
bovo  poooot  elnoo  Ooraoay  oooood  to  oajof  aoot»favoro4k 
Botloa  troAtBiot  la  tkilo  eoimti>yi     a  /oat  And  alao  aoatlui 
o«»  tiM  Ooraoao  aado  tlMlr  propooAl  for  tho  rootoratloa  of 
tbAt  troA^oati    a  yoor  AaO  a  bolf  ago  tbo  lapooltloa  of 
oouatorvalllag  iatiM  vao  imnoiiBoodi    aad  a  jroor  liao 
olopoo«  olaoo  trodo  oao  roooaoO  oa  tho  baslo  oatllaod  la 
Hm  rroaoaiir  OopartaoatU  roloaoo  of  OoooaOor  to^  18M« 
Olaoo  Oof— a  AoorioAa  ooaaorolol  rolatloao  f Irot  Fooohai 
A  ttAgo  of  Adfaaood  dotorloratloa  ooaoldovatelo  tlaa  Itea 
olippod  am^  wltHoat  aar  ooaotntotlvo  atop  lianav  ^ooa 
tAkon  hf  tlilo  ooaatiT  to  pUoo  tiMa  oa  a  botta»  foottat* 

Oiiplnc  tUlo  tlao,  aorooYor,  «o  havo  flvia  tiM  flinami 
OoToraaoat  ao  oaooaragoaoat  olMitovor  to  toko  oaoH  a  otop» 
Yo  did  not  invitt  or  ropXjr  to  ito  oarllar  propoaalai    «a 
liATe  oxprooood  oiiroolvoo  oa  oovoral  oooaoioao  la  t«Nia 

ontloal 
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orltloal  of  itc  ooMMroial  polio/;  aM  In  th«  uwmornn^um 

handod  to  tho  OonMA  Aabatsador  la  Jul/  to  whioh  tiM 

prooont  cloMutn  Aido  Moaolro  !■  a  roplj  «•  offor«d  tht 

(Kiraan  Ck>TomJNint  no  inoontlTo  to  rospond  OTon  in  tonM 

cordial  to  our  oonaoroial  polle/«  nuoh  Xo«i  with  a  ooaorata 

and  oonatruotivo  proposal* 

In  thaao  oircunatanoot  it  ••oat  to  aa  that  ooaaidaratala 

iaportanoa  la  to  ba  attaohad  to  tha  oonoiliatory  laacuact 

in  vhioh  tbe  3araan  Aida  Maaoira  ia  writtan  and  to  tha 

conatruotire  naxora  of  ita  fCf^naral  tona.  I  would  lilra  to 

•all  /our  attention  partieularl/  to  tha  folXowia^ 

paaaagaat 

*Tha  Oaraan  OoTamnaat  aharaa  tha  opiaioa 
•xpraaaad  in  tha  Aida  Uaooira  of  tha  Dapartaaat 
of  9tata  of  Jul/  01  of  this  /aar  that  tha  aoat 
foTorad  nation  traataant  ia  tha  taaat  and  aafaat 
foundation  of  intamational  tra^a.  Tha  daraaa 
Ooramaaat  haa  advooatad  and  adharad  to  thia 
opinion  for  daoadaa.  Tha  applioatton  of  tha 
prinoipla  of  aoat  favorad  nation  traataant «  haw* 
•rmr,   finda  ita  liaitatloa  in  tha  naaaaaitj  of 
aalf-praaarvfitioa  of  tha  nation.  If  Oaraaagr 
to-dajr,  in  har  intamational  trada  praatiaa| 
doaa  not  put  thia  prinoipla  into  affaet  fall/ 
it  ia  not  baoauaa  aha  daairaa  to  rapl&oa  it  tagr 
a  battar,  ao-aallad  •bilataral  a/ataa*;  it  ia 
baoauaa  tha  Oaraan  OoTamaant  afainat  ita  daaira» 
haa  baen  ooapallad  to  taka  reeouraa  to  aaargane/ 
aaaauraa  tha  draabaoka  of  whioh  it  fully  raaliiaa 
and  tha  datriaantal  affaota  of  whi^  hara  ra- 
ppfotedlj  and  olaarly  baan  pointod  out  bgr 
Raiohabankpriaidant  :>.  Sohaoht,  tha  author  of 
tha  ao-OAllad  *Maw  plun*... 

'•••Ilia  Caraan  Oovarnaant  ia  antlralj  will- 
ing to  adjuat  its  trtiida  polio/  to  the  prinoipla 
of  free  axoh«.nga  of  ircotla  as  a  >on  6a  the  naees- 
aar/  pre^racuialtea  have  been  eatadllahed  in  tha 
other  parte  of  the  world,  naaal/«  within  tha 

field 
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f  !•!«  of  8»MraX  «irr«oox  •tablIit«tloa«  toU- 
tloB  of  nkm  doM  probl«i«  and  o^iiaI  «mo«0  to 
ram  fHit«rlAXs.  iho  pro*r«<ialtitoo  oaaaot  ho 
produood  iKf  Oonunj  in  hor  proooat  f  IbomUI  oad 
oooMMiio  •ituotlon.  tlioj  aaot  bo  feroogbt  about 
by  thooo  3tatoo  that  havo  dlotarbod  tho  oqaill- 
brlUB  vltbia  tbo  othor  opboroo. 

*«.«1ho  OorBAA  Clovornaont  roti*oto  that  tho 
Vaitod  3totoo  up  to  aow  has  aot  ooon  its  aajr  to 
oo-oporato  la  fiadiag  aa  iatoria  oolutioa  ahioh 
would  haTo  furnlthad  a  praotioal  ooatributioa  to  ^ 

tho  roaliiAtiott  of  ito  ropoatodljr-doolarod  iato»- 
tloB  of  InoroaolBK  latvrsiatioaal  oaohaago  of 
goods* 

'e.^aoraaay  !•  roadjr  aad  vilUng  to  aooord 
tj  tha  Unl tod  Stat oo  tho  sum  favoratio  troataoat 
AO  ix   dooo  to  aay  othor  ooaatrj... 

*7iio  ^rajui  OoTortuiont  which  hao  oapronaod 
fap»i*oaihiac  aokaovlodttaaat  of  tho  priaoiploo  of 
Aaerloaa  trado  polioj.  baa  ropoatodlj  ondooimrod 
to  plaoo  the  trado  rolotioao  botvaoci  tHrtmnj  aad 
tho  Uaitod  Statoo  upoa  a  aov  foitndatloa  fUMLraafaolac 
tho  oatonoioa  of  tholr  autaal  oxohaaivo  of  ccooda... 

*..*Tho  OorBfta  QoTonuMat  boliovoo  to  bo  la 
aoooM  with  tho  OoTorioMat  of  tho  tfaltod  Statoa 
that  a  Ju«t  bidAaoe  of  the  oooaoaio  Intoroota  of 
doiwany  aad  tho  Onltod  Statoo  on  tho  aarkoto  of 
third  oouats'loo  auot  bo  e<>aatod  naoaa  thoao  faatora 
vhtoh  oan  torvo  laterriAtloaiLl  oeoooalo  doroXopaoat 
aad  tho  ootabllohaoat  of  vmlvoroaX  poaoo.  aad  that 
taio  b&lauce  oiXX  bo  aohioTod  If  tho  oooaoaio 
ooapotttioa  of  tho  too  pooploa  it  goldod  bjr  falraoaa 
aad  outuaX  roopoot.* 


iMhoa  tao  Ooruoa  Aabaosador  proooatod  thlo  Aldo  Moaolra 
to  tho  Aotla^  Soorotary  oa  Ootolier  91,  ho  aaktd  Mr.  vollao 
if  ho  would  study  it  with  syapathotie  ooaoidoratioa  aad 

if  ho  '-*  .old  likowis*  please  iiake  &ix  effort  to  road  aot  oaXjr 
the  linea  but  between  the  lines  as  well*.  This  doslro,  that 
wo  should  read  ^between  the  lines*,  was  expressed  la  thoao 
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•MM  vordt  on  Another  oooAeion  bjr  th«  rirat  S^orvtarj  of 

Um  0«mui  %nibAB(9jr  who,  I  underetandy  was  r«8pontibl«, 

with  th«  ADbaasador,  for  drafting  th«  Aide  U^moir:     Th* 

first  S«or«tAry  in  this  oonTe  rent  ion  alee  atated  that  a«r» 

nan/  it  in  a  position  now  to  go  oonsidarabljr  farther  in 

whAt  it  can  offer  to  iiake  possible  an  understanding  with 

the  United  States  than  it  was  in  the  spring  of  193«. 

The  steaoraadum  of  or.   Welles*  oonversatioo  with  ftorr 

Oieokhoff  oentinttesi  after  the  aboTe  pMsago^  «•  fellevtt 

"••••M  said  this  iisnorandiai  «m  the  romilt  ef  hit 
ova  ooBwersatioAS  with  hi*  (towonyseMt  iji  Berlin  iIimi 
he  was  reeeatlj  th«re  and  was  due  to  his  efforts  to 
try  to  prepare  the  grsund  for  a  aoro  f aworablo 
underotsjidiiig  by  the  dersMi  OoTenMent  of  the  policy 
of  the  Uhitod  sutes  with  refloard  U  a  aoro  lihona 
trade  teadeiio/.  The  Aabaesador  said  that  ho  thoaghfl 
peiliapo  this  MeaeraadaB  woald  prepare  the  waj  for  a 
further  oxohaagp  of  tIows  betwooa  the  two  OOTsraaoatSi 
whioh  he  hoped  would  bo  oonstruotive  aad  load  to  a 
aore  aoraal  trade  relationship  betweea  Ooraaay  aad 
the  rest  of  tho  world** 

It  10  trat,  of  oourse,  that  tho  Aido  Uoaoiro,  aa  MA 
points  oiat(  oontaiaa  a  oertala  aaount  of  tho  old  simawata 
tion  atteaptiag  to  ^uitifjr  dtraaayU  proeeat  polloloo  aad 
does  not  offer  opooifioallj  aad  la  detail  aay  'aoo  ooaoirw* 
tlTo  haoio  for  reanaagiat  donsaa-ABenaaa  tvedt  rolatloaa*. 

Tho  aaaeyouo  tmeoa^e  quoted  alNivop  hovovor,  glta  1%  alao 
another  aepoot  aad  aako  it  oapable  of  aaothor  ooaotmotioa. 
Its  whole  tone,  the  refer«aoes  to  aa  interia  solutioBf  and  the 
Aabassador^i  stateaente  enrol/  provide  grounds  for  tho  belief 
that  the  Oeraaa  lowemaentie  attitude  toward  the  bs^iad  pi^blaa 
of  OoiMuixU  ooitaeroial  relAtions  with  the  United  Itatoo  ■ay 

hato 
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havt  undergone  an  epHreolable  ohanga  and  that  that  OoTanUMMl 
nay  now  ba  ready  to  nake  an  effort,  oonelderabl/  ftreaWr  %hMl 
it  iMide  in  the  spring  of  1936 »  to  reaoh  an  aipH^eaent  with  «•• 
r.A,  it  Bp^mn,  reoogniz««  thia  aapeet  of  the  Aide  Meaelre  la 
"U|^8«8tins,  aa  one  of  three  poaaible  eourtee  of  aAtlen  now 
open  to  ue,  that  we  iil«ht  *put  aalde  all  arcweat  and  atteai^ 
to  fonnilate  a  propoeal  etatinft  the  tettte  on  whleb  vt  alglii 
reftore  oeraanjU  aoeV-fa^rored^^Uitlon  prlTlXetee*. 

Whether  or  not  w  ^e  this  far,  it  voiad  Mrtalalf  •••» 
to  be  not  the  beet  pulley  for  «•  to  deipvte  ail  •«r  aiteAtlcMi 
to  the  unfaworable  aepeet  of  the  Aide  Heaolre^  %m  l#Mrt  lit 
favorable  adpeet,  Md  to  be  laflmn— d  by  m  doUg  Ui%»  glTlag 
an  unayKpatheild  rwpilf  whioh  would  eoaetlUiid  a  nbwff  %o  mmlk 
owerturei  ae  the  Odraaa  doweraanit  mgr  he  itakliit  Ui  !%• 

Hm  oalnteMMM  of  an  lowjr^mthetla  attltoda  If  %liif 
dovenwaeat  la  net  ta  the  dlaad^raataae  of  OanHMgr  aX«Mi     1% 
hae  aafovianate  ooaeeaaaaoea  alao  for  aa.    Three  of  t—<lta%» 
8l0ilflaaaao  aajr  be  aeaUeaad  firati 

a)    or  paraaaoBl  UoMnaaaa  la  tha  raaaUoa  that  f aUva 
oa  our  part  to  reapoad  ta  Otraan  ovartaraa  haa  apaa  tiM 
peeltloa  of  the  aaderatae  la  gpweraaeat  aad  boalaaaa  la 
oeraaa/  w)io  are  eeekiat  to  reatmla  the  Party  axtraalafta* 
The  old  Oeraaa  olwU  eerwlaa  la  atill  larsel/  lataat  aad» 
while  la  aaay  alaletrlee  It  haa  been  dilated  ^  tto 
infiltration  of  Part/  aeabera,  ite  influaaoa  uader  %ha 
eurfaee,  eepaalallj  in  the  Foreign  offiae  where  a  ■linttisa 

of 


^ 
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of  rmrt/  oan  hare  ryilned  entrfoioet  !■  oenaldarabl*.  Thlt 
InfluAnoe,  Af  !■  well  knowr*,  has  b««B  •xtrolfixS  to  teapor  tho 
iy>llnXet  of  the  Pnrtj,  and  has  been  a  oonetant  eloatnt  i—kliU 
for  aoderfttion  and  reitralnt.  A  oontlnuod  negatlTO  attltud* 
on  our  part  towards  GorMfUiy  and  Ooraan  oToriurot  plaji  dirMtlJ 
into  tho  hands  of  the  Part/  extroaiets,  and  oorreepondlngX/ 
weakene  the  position  of  the  aen  in  the  warious  Bialstriea  who 
Bif^t  like  to  eee  Oermanj*t  ooanorolal  polio  lot  iuipod  noro  la 
hanK>njr  with  oure,  and  who  oould  adwooate  our  poiai  of  ▼!•« 
in  Berlin^  sore  ef feotiweljr  than  wo  o«b»  if  thojr  von  prowldod 
with  eoao  baeio  ttnon  vhleh  to  do  it.  It  aiglit  bo  lA  o«r  intor* 
00 tt  OB  one  oooaoion  at  loaot,  to  giwe  ihitt  ooBothias  to  go  on| 
eoao  *aBflttnitioB*  to  ueo  aitainot  tho  Parljr  mmk;   ooM  holp  ia 
the  etrugglo  ia  whioli  thoj  f aoe  ouoh  great  odAa  «*  aad  ooe 
what  thoj  oaa  aako  of  it. 

b)  Tho  ffoaotioa  of  our  oontia^od  unejapathotia  attitaio 
apoa  tho  Oomaa  Oowoiwaoiit,  and  hoaoe  upoH  cur  roaalwti^ 
trado  vlth  Ooraaajft  it  to  bo  ooaoiderod.  Wo  aa4U  «o  vo|Aj 
to  tho  OoraaB  pvopooalo  of  !ttiroh»  19M»  bolloTiag  aoao  to 
bo  noaosoarf.  Ooopite  oar  liloBOo*  tho  Ooraaa  doronaMat 
hao  takoa  adwaata^  of  tho  oooaoion  proTidod  by  tho  oxohaaso 
of  wiowo  botvoea  tho  two  dtremnonto  on  tho  liaited  qaootios 
of  our  ooaworoationo  of  laot  eMBier  with  roproooatativoa 
of  tho  Bmziliaa  OoToraaent  to  raiio  again  tlie  quaotion  of  tho 
gonoral  ooaaoroial  rolntiono  betwoea  Ooraanj  and  tho  Uhited 
Stateo,  Thlo  aoTo  ooaoo  at  a  tiae  when  the  FouiwYoar  Plan 
io  eatorlng  ito  eoooad  /ear.  Zf  our  dooieion  no«  1*  ^ 

glTO 
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(!▼•  •  r^pljT  of  n«g9tlv9  nntur*  to  the  a^rmtn  Aldt  Mtaolrt^ 
«•  Bay  ezp^ot  that  the  Uermnn  GoT«rnatnt  will  wait  ft 
aofitldorablt  tia«  bcifom  it  pr»fl«ntt  uii  with  a  ainilar 
opportunity  of  examining  whnt  it  m»y  h«i¥e  to  offtr, 
without  ouranlTea  tiiVing  tha  initiativa.   During  this  ti«o 
tho  four-Yaar  Plan  may  ba  count a<S  upon  to  davalop  with  a 
■iniaum  of  regard  to  our  formerly  vary  great  interest  in 
the  Oarman  market. 

o)  The  divergenoe  between  our  preeont  method  of  earry- 
ing  an   trade  with  Oermany  and  our  proolaimed  oommeroial 
polioy,  and  the  unfortunate  reaotiona  of  this  situ*tloii« 
also  b#ar  mention.  At  preaent  a  large  part  of  the  trado 
between  the  United  Statee  and  Oermany  ie  being  earried  on 
on  tho  basis  of  the  four  prooedures  listed  in  tho 
Treasury  Department *e  preaa  releaae  of  Deoenber  SS,  1996, 
and  in  pertioular  upon  the  bAsin  of  prooedure  number  2.  The 
effoot  of  this  prooedure  hae  been  to  oreate  "Inland* 
Aooounts  in  Oerman  banka  analogoua  In  all  eesential  roe- 
peots  to  hBKl,   and  to  make  posaible  •  substantial  Tolumo  of 
trads  of  s  kind  whioh  the  United  States  holde  t^  be 
oontrary  to  the  requiremente  of  the  mo at- favored- net ion 
prinoiple  and  whioh  it  hae  endeavored  to  ptreuada  Bratil 
to  eurtail.   In  Clerman  eyes,  and  possibly  also  in  other 
foreifrn  quarters,  this  situation  ie  damagirvR  to  the 
rreetige  of  American  oom'^eroial  Tolloy»  in  tn^t  it  gives 
th*^  t  policy  a  two-ftced  avre^ranoe,   Moreover,  this 

msthod 


■tthod  of  currying  on  trn^§  in  no   obflouily  dlfr«r«nt 
from   whnt  it  prettndt  to  b»  thttt  It  onnr^ot  but  havt  •••% 
A  shtdcw  of  ditoredit  upon  our  ooBmtrol^l  policy  In  the 
t/ot  of  those  fAmlllur  with  It  »t  hoae.   In  tht  cbccnoc  of 
•n  ft,.ro«T.«nt  pl«)Cin»)^  trnde  b«t«e«n  the  two  oountrltff  on  « 
new  buiie,  which  will  not  be  eohieved  eo  long  ae  we 
■eintf«in  our  present  attitude,  it  is  difficult  to  see  snj 
renedy  to  this  situation* 

Failure  to  find  a  satisfsotory  bssis  for  our  tri»de  with 
Oertasny  will  also  h«Te  unfortunate  ultimate  oonaequenoee 
for  ue.   Two  siay  be  dlsoerned  in  partioulart 

a)  Increased  econonio  pressure  on  Oerasny  as  our  trad** 
airreenents  progran  deTelopa  (particularly  when  the  oon- 
ceseiona  to  be  granted  to  CteohoeloTakia  and  the  United 
KingdoB  are  withheld  fron  Oeraany)  will  etreagthen  (leraany*fl 
feeling  of  enclroleaent  and  will  give  thie  feeling  aora 
baaif  in  fast.  One  of  the  aoat  iaportant  obJeatlTca  of  our 
prograa  is  to  reliCTe  euoh  praeeurea— not,  so  far  at  it 
lies  within  our  power— -to  inoreaee  thea. 

b)  finally  it  nust  be  reoognited  that  the  aontinuad 
developoent  of  auttrohy  in  Oervxiny  will  aaka  a  return  to 
acre  liberal  ooanercisl  policies  more  nnd  nore  difficult. 

In  previous  discussions  of  the  question  of  whether  this 
GoTernraent  should  seeX  a  b«<«ie  for  soae  fora  of  eoaneroial 
a^reament  with  aermany,  we  have  been  inclined,  I  feel,  to 
plttoe  too  lauoh  empnAflit  upon  th#  pos«tible  effects  of  suoh 

an 
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An  t§r««neTit  upon  Cf^rmany   nnrl  tne  ^onerfl  Juurop«an  titUA* 
tion,  and  too  little  upon  the  &ctUAl  gnlne  whloh  v«  wight 
iohl«T«  for  pur  tr«de  thereby.   The  nagnltude  of  th« 
<S«ollne  vhlcll)  our  tr.?(1e  with  Gerranny  het  tuffertd  it  an 
in4l09tion  of  tha  prist  thf^t  la  at  ttakt.   Not  all  of  tk% 
lott  tmdt,  of  courat,  oould  bt  won  bmolc;   tome  part  stiy 
bt  ptraantntljr  gone,  either  to  new  donettie  induttritt  In 
Otraany  or  to  other  fortlgn  aourott  of  tupplj.  But  giwta 
tht  rttttabllahatnt  of  a  f^vorablt  batit  for  tradt 
bttwttn  tht  two  oountriety  nuoh  undoubttdly  oould  bt 
r««0Ttrtd.  And  to  tht  tzttnt  that  tht  tradt  whloh  hat 
tupplanttd  Amtrioan  goodt  in  the  Otz*Ban  Karktt  it  a  hot- 
houat  dtTtlopatnt,  it  vay  bt  expected  in  turn  to  b« 
tuppXanttd  bjf  and  to  dit  out  btfort,  an  expanding  wo1ub« 
of  httlthf  tradt.  Tht  following  figurtt,  tattn  froa 
Otratn  ttatittiot,  are  ttrlklng  tvldtnet  of  tht  Bagnltadt 
of  our  lott. 

^fPHI  yiS>9rtt  9f  4^1  99^1941  nfff 


( thoutandt  or  RV 


) 


1931-33  AW.  6.109,063  ^2St,004 

1936  4.158.096  240.679 

1936  4.217,948  232.^28 

Itt  9  aot.   1936  3.136.843  176.029 

Itt  9  aot*    1937  3.970.699  (00,900 


i  from  U.S. 

11,96 

6.78 

6.60 

6:6 

6.1 

Qerraan  laportt  of  Cottoi^ 


GtraAn  Importft  of  Cotton 

Total  from  U.S.  i  from  U.f, 

(thoumindt  of  Rlf) 

1091-33  AT.  311,634  Se6»210  TS.M 

1956  329,782  71,133  21,6? 

1936  267,702  72,762  26^28 

Itt  6  aot.   1936  118,806  41,864  36.2 

1st  6  aoi.   1937  102,903  22,648  21.9 

QT— n  toPoMi  of  All  (k>— odititi 

Total  to  U.    6.  tro  U.    •■ 

(thouftanda  of  RM) 

19S1-33  AT.  6,736,393  338,216  6,0t 

1936  4,269,667  169,682  3.97 

1936  4,768,948  172,001  3.60 

lat  9  soa.  1936  3,467,664  126,976  3.7 

lat  9  Boa.  1937  4,281,281  161,100  3.8 

Zb  tho  faoa  of  auoh  a  atupandoua  loaa  of  trado,  m§j 
«o  not,  haTinc  tha  authority  oonforrod  by  tho  Trado  Acro6iMit6 
Aot  at  our  diapoaal  and  boing  antmatad  with  tho  ro6poii6i- 
bllitjr  of  ualag  that  authority,  bo  aToldinf  our  duty  aad 
failing  itt  our  truat  i^on  «•  not  only  do  not  aaka  to 
(^maay  propoa«lft  of  our  otrn,  but  daollna  OTon  to  LnToati- 
gfito  and  onoourag9  8omany*a  oTorttaraa  to  uat 

Iboaa  oonaidoratiotti  Itad  ■•  to  who  Tiaw  that  vhat  ia 
olaarly  not  vantad  at  tha  praaont  Junotura  ia  a  oontinuanoo 
of  rhotorioal  arguaant  botvaan  tha  tvo  goTarnaanta  na  to 
whloh  ia  the  laora  dOTotad  to  tha  noat-fftTorad-nation 
prlnolpla  or  vhloh  diaorlnlnataa  against  tha  othar  oountry*a 

trado. 


tr«d«.   flhiit  is  ntsded  now  in  a  deflnita  dtolslon  on  th« 
part  of  this  OovtrnDAnt  whether  it  prtfam,  in  vi«w  of 
tht  MLiii  atttndant  diffioultles  and  unoartaintitt,  to 
allow  trade  batwtan  tha  two  oountriaa  to  continue  in  its 
prasant  atata  and  probably  to  daolina  etill  further^  or 
itottthar  it  la  willing  to  axplora,  in  informal  intarabangat 
with  tha  darsan  Oovamvant,  tha  poaaibillty  of  raaohlng 
aona  a^rraattant  that  would  bring  Inprovaaant. 

An  agraaiiant  vlth  Oaraianj,  Baking  poaaibla  larga 
Inoraaaaa  in  aacporta  partloularlr  of  a  nuabar  of  atapla 
agriaultural  produota,  ^90uld  not  ba  dlffleult  t')  faraulata 
and  night  prova  aonaldarably  aaalar  to  nagotlata  thaa  «• 
hava  any  Idaa  pf • 

It  la  adaittadly  out  of  tha  question  that  any  agraanaat 
ooulA  ba  daTiaad  that  would  proYlda  Aaarlaaa  trada  at  •two 
with  full  a^uality  of  traataawt  in  tha  ^araaa  »arkat«  fho 
gap  batvomi  tha  traataoat  Aaarloaa  trada  nov  OAjoyo  and  th% 
miwUmm  vhloh  tfela  tevornaoat  oould  oonaidor  full  Ofvallty 
•f  traataaat  if  too  groat  to  bo  brldgod  at  ono  jimp.     Im 
thooo  olromiataaooa  tha  Oaltod  Btataa  ia  ooafSc*ontoA  with 
tho  ohoioo  of  rogalnlng  aquallty  of  trtataant  and  of 
raatoring  ita  loot  trada  In  two  Cor  tiiraa)  atagaa^  whioh 
lapllaa  aoooptlng  loaa  than  full  aquallty  in  tha  flrat  or 
*lntorlB*  ataga,  or  of  oontinuing  to  aaintain  tho 
poaltlon  that  It  ouat  hava  "all  or  nothing"  and  in  faet 
gat  nothing. 

An 


kn   int«rifi  9i<'ri»en«nt  should  of  oourtt  oontiiin  full 
atturfino«i  that  the  comnerolAl  rtlf>tiont  bttwttn  tht  tifo 
oountritt  tira  tc  b«  Rov«rned  in  prlnelpl*  by  the  rul«  of 
•quality  of  tr^t^tment  arplltd  to  all  foma  of  control  of 
trada  and  of  payaanta  tharafor,  vhlla  the  traatnant  of 
Anerloan  trada  by  Oarmany  for  whioh  It  proTldaa  In  faot 
ahould  r0pr%99nt   a  aubatantial  arproaoh  to  equal  treat* 
went  in  thla  unreatrioted  aenae  and  heaee  oonatltuto  a 
aubatantial  iirproTeaent  over  preaant  tr#atmant. 

In  very  brlaf  outline  auoh  an  agreeaont  ai^t  bt 
•nYlaagod  a a  folio vat 

nie  igreeaMnt  would  bo  eoaeludod  under  the  authority 
of  the  TreAo  Agreeaionte  Aot  and  would  eoaprlao  two 
e#hod«loi  and  gen oral  proTi alone  noeordlnf  to  the  ueual 
pnttom  of  thie  oountry*e  trade  ncroenenta* 

•ohodulo  I  would  oontaln  a  11 at  of  duty  oonoeeelono 
and  m  aooond  llet,  probably  longer  than  the  firet,  of 
produota  on  ahloh  Ooraany  would  agroo  to  iaaue  iaipMrt 
pomlto  up  to  a  epeolflo  aaount  for  eaeh.   Bohodulo  12 
would  ••ntain  duty  oonooaalona  grantod  by  the  UnltoA 
StHtee  to  Ooraany.* 

In  the  goneral  proTlalona  the  Unitod  Stotea  nadl 
aorauuiy  would  guarantee  to  eaoh  other  unoondltlonni 

*4  atudy  undo  eona  nontha  ago  on  the  baaia  of  1994  rigyroa 
ahowod  Oeraany  to  be  the  fir  at  auppller  of  ?09  itome^  and 
the  flrat,  aeoond  and  third  aupplior  of  1»636,  Of  the  709 
itona.  654  were  dutiable,  506  at  ratea  over  25  peroent 
ad  ▼aioron. 


»c«t-fevor«<5-retlon  tr^' tn«?nt  In  rrapeot  of  ountoBi  dutltf 
and  r»l*t«(5  matterB.   The  u.«usl  !trtlol«  on  raonopoli^t 
and  the  reoently-ndorted  proYlsion  on  exohinge  oontrol, 
«•  wtll  s«  the  olnor  qrtlclen  of  our  wt^ndnrd  proTlsloni, 
would  «lao  be  included. 

k9   regRrdjqu«ntlt«tive  rfmtrlotlonp  th«  United  Stetea 
would  obtain  full  equality  of  tre>it«ent  on  a  Taat 
majority  of  the  produota  of  vhich  it  if  norraally  a  aajor 
aur pilar  to  Oaraany.  On  a  oertain  llnittd  nuabar  of  tha 
mi>f   important  produota,  however,  the  quctaa  allotted  to 
the  United  stataa  in  the  "inlerla*  T^rioi   would  fall 
oonalderably  ahort  of  provldinf  full  aquallty  of  treataant 
on  the  baala  of  the  rapreeentatlwa  period  forvula  but  In 
•aoh  eaaa  they  would  rapraaant  a  large  Inoraaaa  owar 
Q«r«aiiy*a  praatnt  laporta  of  the  fooda  in  quoatloa  from 
tha  United  Btataa. 

Xt  la  raoognitad  that  the  flrat  r^aotioa  of  wmmj  will 
ha  that  any  ooMMreial  agraaaant  with  Oaraany  would  ba 
bad  doaaatio  politlaa  la  that  oertain  groupa  would  oppoaa 
it  blttarly  ahila  tha  ganaral  publie  would  ahow  for  it 
llttla  anthuaiaaa,  Suoh  an  agree A<»nt  aight  ba  axpaatad 
for  a  pariod  to  aauaa  tha  Adainiatratlon  aabarraaaaant.aad  to 
raflaat  adwaraaly  upon  tha  trada-agraaaanta  prograa.  Thia 
aituation  aight,  howavar,  ba  ahort-llwad.  Certainly  tha 

beat 
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b«tt  politlot  of  all,  at  any  ti««,  is  the  polltiof  of 
prosperity,  kn   ftfreement  ^Ith  Otmany,  If  at  all 
oovprthanalTe,  oould  hold  promt «<t  of  grentar  gains  for 
^ntrloan  axportt,  And  pnrtloularly  Ani#rloi9n  agricultural 
txporta,  than  an  atirrearBent  with  any  other  oountry.  If 
an  agraemant  wera  oonoludad  following  naxt  autuan*s 
alastlons,  a  yi^ar  and  a  half  would  atill  raaaln  bafora 
tha  aspiration  of  tha  Trada  Agraananta  Act,  and  two 
yaara  bafora  tha  praaidantial  alaotiona,  in  whiob  ita 
bantfiaial  affaota  oould  ba  influencing  and  aoftaniag 
publia  tpinioa. 

Zb  tha  oontribution  whioh  it  would  make  towarda  tha 
oauaa  of  peaoa  a  ooaaaroial  agraanent  with  Oeraany  would 
aarity  and  sight  wall  reaeiTe,  ouoh  approTal  by  tha 
Asarlaan  paopla.  Zt  la  true  that  tha  argoaoAt  haa 
•oaatiaaa  bami  adwanead  that  auoh  an  agraaaeBt  would  tand 
ta  iaaraaaa  (laraaay*a  aggraaaiYanaaa,  aad  aid  n^r  ta 
aarry  oat  bar  araaaaat  prograa  and  ultiaataly  to  waga  war. 
Zf  thia  la  trua^  tbaa  the  baaia  philoaophy  of  tha  trada- 
agraeaanta  prograa  la  wroBg.  Would  it  not  ba  aora 
raaaonabla  to  axpeat  that  an  agraaaant  between  Oaraany  aad 
tha  United  Statea  would  be  a  faotor  aaking  for  peaeat 
Zt  would  faoilitate  (}eraany*a  aoquialtion  of  raw  aatariala; 
it  would  aseiat  ita  escport  induatriee;   it  would  ba  a 

prodf 
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proof  to  tb«  atrntn  ptopXt  thnt  the  domoorAtlo  nations  oro 
not  oppotod  to  Oeriiany*i  welfart;  and  It  would  rob  tho 
Four»T#or  Plan's  drlTS  toward  Inortasad  autaroh/  of  soao 
of  its  ralson  d*ltro. 
Kooo^aondatmn 

It  is  roooMBondod  that  wt  invsstigatt  what  tho  OoraoA 
OoTonmont  Bay  haTS  to  of  for,  and  if  that  c^oTomaosit  oooao 
inolimod  to  nako  a  sinooro  of fort  to  soot  our  point  of 
▼too,  that  wo  work  out  tho  dstails  of  an  intoria  aicroosont 
(ptrhapa  alone  tho  linos  suggostod  aboTo)  with  tho  thoaglit 
in  Mind  of  Making  puhlio  announooaont  of  our  iatontios  to 
nogotiato  of  tor  nozt  autiuui's  olootiona. 

As  o  first  stop  in  this  dirootion  X  holiavo  that  vo 
should  oaks  a  roplj  to  tho  Ooraaa  Oovomaont's  Aido  Moaoiro 
in  friondlj  toras.  Vo  should  awoid  in  it  ony  fonMl 
rostotoaont  of  oUr  ooaaorolal  polioioo  aad  prifeMiploo^ 
oliloli  tho  Otraoa  OoTomaoat  has  olroody  boon  iaotruotod 
la  ad  aaaooaa.  fo  should  also  oYoid  aakiag  it  o  rofatatioa 
of  stotoaoato  in  tho  Aido  Moaoiro,  or  a  farthor 
totioa  of  oar  wioas  aad  positioa.  Zf  wo  aro  ovor  to 
oar  ooaaoroial  rolations  with  Ooraany,  wo  aust  adopt  a 
aoro  snipothotio  att\tudo  than  that.  Wo  aro  playing  a 
part  that  is  andalj  soTaro  if  wo  wait  for  all  of  tho 
InitiatiTO  to  bo  ouppliod  bj  tho  part:r  whioh  is  in  tho 
woakor  aituation  and  for  all  oonstmotiTo  suggostions  to 

OOBO 
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00B«  from  th«  on«  I<»Aflt  in  «  position  to  miike  th«ii» 

In^ttad,  wt  shouldi  refer  to  th«  conoilintory  raflfltg** 
In  tha  Aidt  Mi»fiolrt  arvl  pi^rtiouXarly  to  tht  Otronn 
GoTtriui«nt * •  rtr«rtno«  to  tht  potsioility  of  an  'Inttria 
•olutloa*,  and  thould  atato  ainply,  that  wo  rafrot  tho 
pr«99iit  atato  of  tho  oowBoroial  ralationa  botwoen  tho 
tw%   oountrloa,  that  «•  aro  not  unvilllnf  to  oooparato  wl 
aorsaay  in  tookinf  an  Intorla  aolvtlon  and  that,  if  iho 
^•rftan  OoTornaiant  thould  oaro  Zo   rtnaw  Ita  aufgoatlona 
of  1936,  with  oortaln  aodifioationa^  wo  would  give  thoa 
arapathotlo  aona id oration. 

A  attffoi.tod  roply  to  tht  aoraan  dovornaont  along  thoao 
llnoi  lo  attaohod  horoto. 


TAi  Darlington  t  ^D 


3525 


GOVERNMENT'S  BALTIMORE  EXHIBIT  51 


Enlargement  of  Microfilm  Frames  19-22,  Government's 

Exhibit  11 


Reproduced  on  following  pages. 


My^RAHgyj 


TlM  QiU%«4  Stai«i  Oo-?«nuiciit  ^s  d«TOtsd  oa7«fui 


•tttjdy  %•  th»  Aids  Itoseijft  l9i%  hf  %h9  a«7iaaa  Aabattadoc 


wi%^  t)M  A«tUf  8«ttr«tunr  of  8t&t«  oa  Ootobtr  31 »  19S7. 


:V'%, 


ikil«  x% 


t  rabMyllM  to  a  waab9t  of  the  ooattatloas 


^'t>^ 


•AvaaMA  Iqr  tte  OonMA  QOTomiMat  ttk^r^ughout  the  Aido 

KMi^lM,  it  luM  aottti  wltk  Mtltf&etloa  the  0«nuA 

Q»wTWHrt*t  wlXl&BfMM,  glvoa  oortala  ooaditloat, 

*t«  adjust  its  tvido  poli«7  to  tlM  pviaoiplo  of  tho  tw 

•yteaigo  sf  foods*  and  itt  aMvraaeo  tlutt  "it  is  Mady 

to  Mootd  to  %km  Oaltod  Statot  tlio  aaas  favorabla  tvoataont 

tkat  It  dMo  to  aay  otlMi  oouatry?. 

X»  yartloulax*  tbo  Uaitad  Statoa  OoTtrnaont  hao 


It'  ■• 


m»tod  wlt^  doo9  gratlfioatloa  thi  o^raaaa  OOToraaantU 


iroAovod  afflxaatloa  of  itt  ballaf  la,  and  adiiojroaoo  t«» 


%k»  «BO#aditioaal  ■oatofavorod-natloa  prlnoipla.  At 


^^l ,. 


tho  OofMB  dOTOvaaont  kaovt,  the  Unitod  Statoa  la 


4eU,  .''-'i-! 


JiaiUiiiiJ4^ia&iji2^«)^^!i Jc «%«fjNi.  i(>>  .^v  i<^.>.'ii  'tt3\^'.4^-it«iit^l4i 
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"I'l 


ooaTlftotd  thMt  tlM  lAt«r«ftt  of  world  ttmU,  tad  hoM«  tf 


tko  fPorld*t 


»xolaI  aatloat,  aro  bott  Myrod  by  th^ 


•pplloatloo  of  %IM  pxlnolplo  of  oquality  of  ipportiiaitir 
•ad  tvoatatat  Mt  only  to  tariff  ratot,  bvl  also  to  all 
otbot  aoaouroo  tluit  aay  bo  adoptod  to  ooatrol  trado  or 
payawto  tborofor. 

Tbo  Uaitod  ttatoi  OOToraaoat  kooaly  rogrota  tbat, 
altbMg^  alaoit  two  aad  a  half  yoarn  bawo  paaood  olnoo  tho 
omtfoaalMi  of  tbt  aoit-ftTorod-natloa  proTlaiOBO  of  tbo 
TYoatf  of  frloadablp,  Oonaoroo  axid  Oooiular  Rlgbto,  it 
baa  aot  yot  booa  posslblo  to  reeotabXltb  eoaaorolal 
rolatloaa  botwton  tho  two  oountrleo  upon  this  baolo.  Xa 
Ito  Aldo  Moaolxe  tho  Qoraan  Oovoraaeat  latiaatoa  that  aa 
Intoxia  ■olutlon  alght  X>9   found  whioh  night  furnish  a 
pxaotleal  ooatribution  to  the  roalisation  of  tho  dooiro 
of  both  oountriot  to  inorease  tneir  exohaoge  of  goodt. 
Tho  United  States  notes  that  the  Oerman  OOTernment  still 
coQsldsrs  the  suge^estions  aade  informally  by  it  in  liaxoh 
and  May,  1956,  as  a  basis  for  the  negotiation  of  an 
agrtdBtat  of  this  nature. 


!   't. 


'»*''   ■'kiJ.:^--..-*;^.^-, , ., 


Tha 
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The  United  8tat«8  ie  not  unawart  of  tht  •eoaoaio 

and  finanoial  diffioultlei  with  whioh  aarmany  ii 

oonfrontad.  Without  ooananting  upon  tha  Oaraan  OoTaraatat * ■ 

analysis  of  tha  origin  of  thasa  diffieultias,  it  raooffaitat 

tha  limltationa  i^ioh  thay  prasantly  inposa  upon  Oaraaiqr'a 

posaibilitiaa  of  aotion.  In  Tiaw  of  thasa  oix^ouaatanaaf 

tha  Unitad  Stataa  OoTarnaant  ia  raady  to  oooparata  with 

tha  (^anMin  OoTarnaant  in  aaaking  aoaa  taaporary,  or 

iataria,  solution  to  thair  ooaaen  prob^aa,  wkiah  would 

ragularisa  daraan-Aaarioan  ooaaaroial  rclationa  pandlag 

thair  raaatablishaant  upon  a  full  Boat-faTrorad-natian 

baaia  and  at  tha  aaaa  tiaa  faoilitats  and  haatan  tha 

attainaant  of  that  and.  Any  plan  daaignad  to  proTida 

auoh  a  aolution,  in  ordar  to  ba  aooaptabla  to  thia 

GoTornaantf  auat  ba  baaad  upon  an  agreeaant  that  tha 

ooamaroial  relations  betwaan  Oaraany  and  tha  Unitad  Stataa 

ara  to  ba  gorernad  in  prinoipla  by  tha  rula  of  aquality 

of  treataant,  applied  to  all  foras  of  control  of  ooamaroa 

and  of  currant  coameroisl  payments,  and  aust  proTida  that 

the  treataant  to  ba  aocordad  in  fact  to  Anarioan  trada  by 
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Germany  during  tbt  Interim  period  shall  represent  a 


subfltantli^l  approach  to  equal  treptment  In  this 


unraitrloted  tense  and  henoe  oonstltutt  a  substantial 


loproYtBant  orer  present  tre^taent.   The  suggastiont 


offered  by  the  Oeraan  OoTernment  in  March  and  May,  1936, 


ahilt  they  may  be  oonstruad  as  responding  in  general 


taras  to  the  first  of  these  oonditione,  fall  short  by  a 


oonaidtrable  aargin  of  satisfying  the  seoond. 


If  the  German  OoTernnent  should  oare  to  renew  its 


suggestions,  aodified  in  the  sense  outlined  abore,  thia 


OoTemaent  would  be  pleased  to  aooord  thea  syapathatie 


oonsidaration. 


Department  of  State, 


Washington, 


TAt Darlington ;MPD 
12-31-37 
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Aide-Memoire  . 


I. 


Die  Deutsche  Beglerung  tellt  die  in  dem  Ald«- 


M4molre  dee  Department  of  State  vom  21  •  Jull  d.Js*  ziua 


■S 


■V'i 


>l- 


Auedruck  gebrachte  Aiif  fas  sung,  daB  die  MelstbegUnati- 
gun^  die  beste  und  sicherete  Grundlage  des  Intematlo- 
nalen  Han  dele  1st.  Sle  hat  dlese  Aiif  fas  sung  Jalir£ehnt«lazLg 
Y«rtr«ten  und  befolgt*  Die  Anwend\ing  des  Grundsatzcs 
der  MelstbegUnstlgung  flndet  aber  Ihre  Grenze  an  der 
Hotwendlgkelt  der  Selbsterhaltung  der  Nation*  Wenn 
Deutschland  heute  In  seiner  handelspolltlschen  Praxla 


■""vii 

'■  4' 


ditsen  Grundsatz  nlcht  In  vollem  Umfange  zur  Geltujog 


bringt,  so  geschleht  das  nlcht,  well  es  an  seine  Stelle 


'"^■^ 


eln  besseres  sogenanntes  "bllaterales  SyBtem**  setzen 


ntfohte*  Die  Deutsche  Eeglerung  hat  vlelmehr  gegen  Ihren 
Vuzuioh  zu  HotmaBnahmen  grelfen  mtiseen,  deren  Schatten- 


••it«xi  ihr  wohl  bewoBt  slnd  und  deren  nachtellig*  Wir-> 


-  ^ 
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kun^en  auch  der  Urheber  dee  sogenannten  "Neuen  Flans** » 


Eeichebankprasident  Dr.  Sciiacht,  wiederholt  deutlich 
gekezmzelchnet  hat.  Sin  grands  at  zllcher  aegeneats  Bwi- 
Bohen  dem  von  Deutechland  angeblloh  befolgten  "bllata- 
ralen  System"  und  dem  Heletbegiinstlgungsaystem  baateht 
tLbrlgens  nicht.  £r  kaxinachon  deshalb  nlcht  bestehan^ 
well  Deutschland  das  aucb  von  den  Yerelnlgten  Staatan 
auf  Grund  des  ErmeLohtlgungsgesetzea  Yom  12«Juni  1934 
angewandte  System  der  Melstbegilnstlgung  mit  Tarlfab- 
reden  gar  nlcht  aufgegeben  hat*  In  Handelsabkommen  mlt 
mehr  als  50  Landern  ist  Deutschland  auch  heute  noch 
an  den  Grundsatz  der  unbedlngten  Meistbegunstigung  ge- 


•^^t*  >'i 


I  ■  ,^- 

!   .-;  *.?r* 


0 
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bunden,  und  zwar  auch  bei  denjenigen  Staaten,  mit  denen 


Zahlunge-  und  Verreclinungsabkommen  bestehen,  Ea  mag 


dahingeetellt  bleiben,  ob  die  Auffassung,  wcnach  die 


MeiQtbegiinstigung  sicn  auch  auf  die  Devisenzutellung 


erstreckt  -  wenn  auch  nur  in  dem  Prozentsatz  einer  so- 


genannten 


v 
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genannten  "reprasentativen  Periode"  -  mit  dera  Begriff 
der  unbedingten  Meistbeg^LLnstigung,  wie  er  sich  nach  sei- 
ner historischen  Entwicklung  in  Wis sens chaft  und  Praxis 
heute  darstellt,  im  Einklang  steht  oder  nicht.  Tateach- 
lich  haben  die  Vereinlgten  Staaten  selbst  nicht  in 
alien  seit  Juni  1934  abgeschlossenen  HEindelsabkoimiien 
auf  einer  uneingeschrankten  Anwendung  der  MeistbegUn- 
stigung  in  dieser  Auslegung  bestanden.  Auch  Deutsoh- 
land  kbnnte  in  seiner  gegenwartigen  wirtschaftlichen 
Notlage  trotz  Ansrkermung  des  Gnmdsatzes  einer  repra- 
sentativen Periode  vertragliche  Zusagen  Uber  Devieen* 
bescheinigungen  ohne  EinschranJcung  dieses  Gnmdsatzes 
nicht  machen* 

Die  Ursachen  der  gegenwartigen  Notlage  sind 
der  Hegierung  der  Vereinigten  Staaten  bekannt.  Sie  lie^ 
gen  vor  allem  in  den  unseligen  Polgen  des  Deutschland 
aufgezwungenen  Versailler  Vert rages,  der  Deutschland 

wesentliche 
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wesentliche   Grundlagen  seiner     Rohstof ITjeschaf furg  ge- 


6 


nommen  und  zugleich  untragbare  Zalriliingsverpflichturjgcn 


auferlegt  hat,  Zu  den  politiechen  Zahlungen  kam  der 


Druck  derjenigen  Regierungen  anderer  Lander,  die  ihre 


Abeatzmarkte  ftir  deuteche  Waren  nur  unter  besonderen 


Bedlngun^en  zu  offnen  berelt  waxen*  Dies  war  vor  allem 


bel  Landern  d«r  Fall,  denen  gegeniiber  der  deutsche 


Handel  aktlv  war  und  die  nun  einen  Druck  austibtcny  urn 


sich  aus  uer  deutschen  Aktivspitze  fUr  ihre  £apitalfor- 


denangen  zu  befriedigen.  Unter  diesem  Druck  entstanden 


die  Clearing-Vertr&ge,  die  die  Bindung  der;}enigen  Be- 


trage  zur  Polge  hatten,  die  Deutschland  friiher  dazu 


verwenden  konnte,  Kaufe  in  Landern  zu  tatigon,  mit  de- 


nen der  deutsohe  Handel  paesiv  war,  wie  z.B*  mit  den 


Vereinigten  Staaten.  Die  heute  in  der  ganzen  Welt  ver- 


breiteten  Syeteme  der  Kontingentierung,  des  Clearinge, 


der 
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der  Kompensation  usw.  sind  nicht  von  UeutGcliland  erfim- 
den,  sondern  Deutschland  aufgezwongen  worden.  Die  Deut- 
sche Eegierung  ist  durchaus  "bereit,  ihre  HandelspolitUc 
mit  dem  Grrundsatz  dee  freien  Warenaustausches   in  Ein- 
klang  zu  "bringen,  sohald  in  der  ubrigen  Welt  die  Voraus- 
setzungen  hierfiir  gege"ben  sind,  und  zwar  auf  dem  (Jebiet 


der  allgemeinen  Wahrungsstabilisierung,  der  L(5sung  des 
Schuldenproblems  und  des  gleichbeiechtigten  Zugangs  zu 
den  Bohstoffen.  Diese  Voraussetzungen  konnen  von  Deutsoh' 
land  in  seiner  gegenwartigen  Finanz-  und  Virtschaftslage 
nicht  geschaffen  werden,  Sie  miissen  yon  den  Staaten  her- 
beigeftihrt  warden,  die  das  Oleichgewicht  auf  den  anderen 
Gebieten  gestdrt  haben* 


II. 


Die  Deutsche  Regierimg  bedauert,  daB  die  Ver- 


einigten  Staaten  sich  bisher  nicht  zu  einer  Zusanmen- 
arbeit  bereit  gefunden  haben,  urn  eine  ZwisohenlSsung  zu 


find en 
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finden,  v/elche  zu  der  Vorwirklicliang  ihrer  wiederholt 


erklarten  Absicht,  den  internet ionalen  Guteraiietausch 
zu  vergroBern,  einen  praktischen  Beitrag  geliefert  ha- 


ben  wiirde* 


Wenn  nach  den  Wort en  des  Aide-Mlmoire  den 


Handel  anderer  Lander  in  den  Vereinigten  Staaten  gleich« 


Mttglichkeiten  gewStirt  v/erden,  sofern  dieee  Lander  die 


Vereinigten  Staaten  ihrerseits  nicht  diskriminieien. 


BO  stellt  die  Deutsche  Regierung  feet,  daB  die  Vereinig- 


ten Staaten  von  Deutschland  nicht  diekriminiert  warden. 


Deutschland  ipt  bereit,  die  Vereinigten  Ststaten  so  gUn- 
stig  wie  irge:idein  Land  zu  behandeln.  Deuruber  hinaus  be- 
handelt  Deutschland  die  Vereinigten  Staaten  schon  jetzt 
hinsichtlich  der  Zuteilung  von  frei  verfugbaren  Devisen 
fast  durchweg  giinstiger  als  andere  Lander. 

Umt^ekehrt  fiihlt  aich  Deutschland  aber  von 
den  Vereinigten  Staaten  diSiCriminiert.  Die  Vereinigten 

Staaten 
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Staaten  tiewahren  gewisse.j  ancere..  L'indem,  die  gleich- 
falls  ihrer  Einfuhr  und  dem  Zahluiio'sverkehr  mit  dem  Aus- 
lande  Beschranlcingen  aoferlegen,  Meistbeg-iinstigung,  obne 
daB  diese  Lander  sich  ihrerseits  zu  einer  uneingeschrank- 
t%n  Anwendun^  Lee   Grundsatzes  der  Meistbegunstigung,  eo- 
welt  er  sich  auf  die  Zuteilung  von  Devisen  nach  dem  Pro- 
zentsatz  einer  reprasentativen  Periode  bezieht,  vertrag- 
lioh  haben  verpflichten  mlissen*  Die  Deutsche  Regie ning 
Icann  den  Onind  nicht  erkennen,  warum  die  Vereinigten 
Staaten  nur  im  Yerhaltnis  zu  Deutscjhl^ind  die  (rew£Lhrung 
der  Meistbegiinstig^ung  davon  abh^ngig  machen,  dafi  Deutsch- 
land  sofort  und  ohne  Jede  Einschr&ikung  diesen  Grundeatz 
In  der  Praxis  dutchfUhrt* 


Die  Deutsche  Hegierung  hat  wiederholt  den  Ver- 


such  gemacht,  unter  ausdrUcklicher  weitgehender  Anerkenzmng 
der  Orundsfttze  der  amerikanischen  Handelspolitik,  die 
Handelsbeziehungen  Deutschlands  mit  den  Vereinigten  Staa^ 


tan 
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ten  auf  eiiie  neue,  die  Ausweiti;jig  dee  gegenseitigen  Wa- 
renaustausches  gewahrleistende  Grundlage  zu  stellen*  Sle 
hat  im  Anschlu.3  an  ihre  Anregungen  vom  Marz  1936  2ailetzt 
am  31  .Mai  1936  in  ihren  Erklariingen  zu  einem  von  der  Ame- 
rikanischen  Regiemng  vorgelegten  Fragebogen  konstriiktive 
Vorsch3.age  unterbreitet,  ohne  hierauf  bis  heute  eine  Ant- 
wort  erhalten  zu  haben,  Diese  Erklarungen  werden  deut- 
BoherBeite  auch  heute  noch  als  Verhandlungsgrundlage 
betrachtet. 


III. 

Wenn  in  dem  Aide-Mfemoire  auBgefiihrt  wird, 
daB  ein  AusfiiiirforderongssyBtem  wie  das  deutsche  den  nor- 
malen  Wettbewerb  stort,  so  sollte  nicht  vergessen  werden, 
daB  dor  Internationale  Wettbewerb  primar  durch  die  von 
vnrschiedenen  Rejieroiigen  beschlossene  Levalvation  re- 
start worden  ist.  V/enn  aber  in  dem  Aide-Menoire  behauptet 

wird 
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wird,  daB  die  Deutsche  Regierung  e s  in  ihrer  Hand  habe, 
durch  untcrschiedliche  direkte  Subsidien  jede  belieblge 
Ware  auf  dritten  Markten  wettbewerbafahig  zu  machen  iind 
damit  das  Geschaft  anderer  Lander  auf  diesen  Marlrten  zu 
Btbren,  so  ist  nochmals  auf  folgendes  -Jainzuweiseni  Die 
Mittel,  die  durch  die  freiwillige  Selbsthilfeaktion  der 
deutschen  gewerblichen  Wirtschaft  aufgebracht  werden, 
dienen  zum  teilweisen  Ausgleich  des  gerade  vom  Standpunkt 
der  Gleichheit  der  Wettbewerbsbedingungen  ungerechtferti|(- 
ten  Wahrungsvorsprungs •  Von  diesem  Gesichtspunkt  aus  ist 
die  Selbsthilfeaktion  entstanden  und  in  diesem  Sinne  wird 
sie  praktisch  angewandt.  In  einzelnen  Fallen  mag  der  Yer- 

kaufer  einer  deutschen  Ware  diese  Selbsthilfeaktion  be-     | 

I 
ansprucht  und  gleichzeitig  der  Eaufer  der  Ware  einen  Vor-   I 

teil  ausgenutzt  haben,  den  ihm  zum  Beispiel  die  Bezahlung 

mit  Aski-Mark  gewahrte,  auf  dereri  Kursgcstaltung  die 

Deutsche  Regierung  leider  keinen  EinfluB  hat.  Durch  das 


Zuoeimmen- 
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Zusammenwirken  dieser  beiden  Paktoren  mag  dam  eine  Ver- 
billigung  der  deutschen  Ware  eingetreten  sein,  die  den 
Wahrungsvorsprung  des  Beziehorlandes  oder  eines  mit  der 
deutschen  Ware  konkurrierenden  dritten  Landes  Uberetieg. 
Die  Deutsche  Regierung  ist  aber  bemiiht  gewesen,  diesen  - 
im  Ubrigen  schwer  kontrollierbaren  -  Fallen  nachzxigehen 
und  fUr  sofortige  Abstellung  Serge  zu  tragen.  In  Jedem 
Falle  ist  die  Deutsche  Eegierung  sorgfaltig  darauf  bedaoht, 
da^  die  Selbsthllfeaktion  der  deutschen  gewerblichen  Wirt- 
sch£ift  den  Charakter  einer  Beihilfe  zur  Uberwindung  der 


durch  Abwertung  hervorgerufenen  Wahrungsvorteile  anderer 


L£Lnder  beh£Llt  und  nicht  dariiber  hinausgeht* 


IV. 


Zu  der  Statistik  Uber  die  Ausfuhr  der  Vereinig- 


ten  Staaten,  Deutschlands  und  der  ubrigen  Lander  nach 


Braeilien  ist  folgendes  zu  bemerkeni 


Die 


-II- 


im 


Die  Ausfuhr  der  Vereinigten  Staaten  nach  Bra- 
^    silien  hat  aeit  dem  Jahre  1934  im  ganzen  zugenommen ,  wenn 
auch  der  prozentuale  Anteil  der  Vereinigten  Staaten  an  der 
Gesamteinfuhr  Brasiliens  etwas  geringer  geworden  ist,  Wenn 
bei  einzelnen  War  en  ein  RLickgang  der  Einfuhr  aus  den  Ver- 
einigten Staaten  eingetreten  ist,  so  ist  dieser  Riickgang 
nicht  durch  eine  Steigerung  der  deutschen  Einfulir  in  Bra- 
silien  venirsacht  worden,  sondem  vielmehr  durch  eine  ver- 
mehrte  Einfohr  dieser  Waren  durch  andere  Lander,  mit  de- 
nen  librigens  die  Vereinigten  Staaten  Meistbegunstigungs- 
abkommen  haben.  Das  ist  z.B.  der  Fall  bei  Fahmaschlnen  axus 
Canada,  bei  Eisenbahnoberbaumaterial,  Lokomotiven  und 
Eisenbahnwagen  aus  GroB-Britannien  und  Belgien.  AuBerdem 
besteht  mehr  als  die  Halfte  der  Gesamt einfuhr  Brasiliens 
aus  den  Vereinigten  Staaten  in  Waren,  die  Deutscnland  Uber- 
haupt  nicht  oder  v/enigstens  nur  in  verhaltnismaBig  be- 
BChranktem  Umfang  nach  Sudamerika  ausfuhr t»  Wahrend  die 


Vereini/a^en 
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Vereinigten  Staaten  Automobile,  Benzin,  Petroleum,  Mine- 

ralble,  Gummimaterial,  Rundfunkgerate,  Blech,  Tafelobet, 

Prucht-  und  GerniiBeeafte,  Teer,  Weizen  usw.  nach  Brasillen 

ausfUhren,  umfaBt  die  deutsche  Ausfuhr  nach  Brasilien 

ganz  andere  Waren,  wie  Steinkohle,  pharmazeutisohe  Prtt- 

parate,  Gerste,  Hopfen,  Felle,  Leder,  Anllinfarben  U0W« 

Die  in  dem  Aide-M6moire  angefUhrten  Zlffern 

liber  die  prozentuale  Beteiligung  des  Beutechen  Reiches 

und  der  Vereinigten  Staaten  an  der  brasiliani schen  Ein- 

fuhr  allein  geben  iibrigens  kein  richtiges  Bild,  da  sie 

nur  von  der  Einfuhr  seit  1934  ausgehen,  Zur  Beurteilung 

der  Frage,  ob  tatsachlich  der  deutsche  Wettbewerb  die 

amerikanische  Einfuhr  nach  BraalLien  zuiiickgedrlngt  tat, 

is"C  es  wesentlich,  auch  die  Einfuhrzif fern  Braeiliens 

in  der  Vorkriei^szeit  zu  berLlcksichtigen.  Hiemachcrgibt 

s^cn  fcl-j,ei:des  Bild: 

Beteiligun/^ 
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Beteiligunp:  Deutsclilande  und  der  Vereini^en  Stuatfer.   an 
der  bras ilianis Chen  Einfuhr  in  Prozenten  der  Geea«teinfiihr* 


Deutschland 

1907 

15.3 

1908 

14.9 

1909 

15.6 

1910 

15.9 

1911 

16.8 

1912 

17.2 

1913 

17.5 

U.S.A. 
12.8 
12.1 
12.4 
12.8 
13.3 
15.6 
15.7 


In  den  eieben  Jahren  vor  dem  Weltkriege  let  also  der 


Antell  Leutschlands  an  der  brasillanischen  Elnfuhr  stets 


grOBer  gewesen  ale  der  Anteil  der  Vereinigten  Staaten. 


Erst  durch  den  Weltkrieg  und  die  Verhaltnisae  der  Nach- 


kriegszeit  ist  die  deutsciie  Einfuiir  zuriickgedrango  wor- 


den  lind  hat,  sich  erst  allnahlich  wieder  erholen  kbnnen. 


Schon  die  Gegenuberetel^un-g  des  deutscli-tiajiilianischen 


WarenaustauBches  vom  Jahi*e  1913  in  Hohe  von  rund  447 


Millionen  Mark  mit  dem  des  Jahres  1936  in  H<5he  von  nind 


265  Millionen  Reichsmark  ergibt,  daB  von  einer  unaiige- 


mesaenen  Steigening  des  deutschen  AuBcnhandels  mit  Bra- 


silien 


f 
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silien  nicht  die  Rede  sein  kann. 


wi 


V. 


Lie  Deutsche  Regierung  hat  zu  ihrem  Bedauern 
festetellen  miissen,  dafl  die  deutsche  wirtschaftliche 
Betatigung  in  lateiu-anerikanischen  Landern  in  der  ame- 
rikanischen  Presse  und  durch  private  Organisationen  der 
Wirtschaft  standig  Angriffen  und  Verdachtigungen  ausge- 
eetzt  ist,  die  eine  Sttltze  in  den  Tatsach'^n  nioht  finden*  \ 
Me  Deutsche  Regierung  glaubt  si  oh  mit  der  Eegierung  der 
Tereinigten  Staaten  d£u?in  einig,  daB  aucb  ein  gerechter 
Axxsgleich  der  wirtschaftlichen  Interessen  Deutschlands 
und  der  Yereinigten  Staaten  auf  den  Markten  dritter  L&i- 
der  zu  denjenigen  Paktoren  gehbrt,  die  der  wirtschfiift li- 
chen Entwicklung  und  der  allgemeinen  Befriedang  der  Welt 
dienen  kbnnen,  und  daB  dieser  Ausp;leich  eintreten  wird, 
wenn  der  wirtschaftliche  Wettstreit  der  beiden  Vblker  von 
PairnesB  und  gegenseitiger  Acntung  geleitet  ist. 


~«UM(k! 
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^      i^.aiH««^ 


AlDB  LlKkjIR'J 


The   German  Ambassador   oa  June   'V),    -  ctliH<   on   iattruc- 


tlons  from  his  (lovenunent  and   referring  to  an   invlt' tion 


-a 


extended  him  by  the  Under   Secret: ry   of  State  to  dlscues 


rlth  him   T.nc  nature   of   the  conversatlonfj   wnlch    officialo         '^\ 


of  the  United  F.tatee   Gov  or  oaent   were  carrying   on  ih  'V:  sL- 
ington  with   the  Brasllian  Ambassador  and   the  Brazilian 
Minister   of  Fin&noe,   made  oral   reoresentaticns   to  the 
Under  Secretary  raising  the  question  -hather  those  ooxt- 
Tcrsatione  did  not   InToIre  unwarranted  and  unfair  inter« 
ferenoe  on  the  part  of  the  United  States  in  trade  relations 
between  Ceronny  and  Brasil.      The  Ambassador   stated  that 
Oermany  during  recent  years  had  been  endeavoring  to  re» 
boild  ite  exports  to  Brasil,   wnioh  had  fallen  to  low  l*T$le 
after  the  World  nnr,  and  that  it  had  only  rooently  ffiioottd«d 
in  doing  so  and  in  f&oi  in  toBowtet  ezooedlag  its  pr«*«wr 
ptvofAUgo  U  Bvaailinn  i«p«rUtiont.    fliit  t^s  t&iA  ^d 


l\i 


>^.  ..k 


-iW/r    ,iM  . 


*  ifi^-i.'-i  JWi'^- 


■  4i»y.-.»-  ♦*r»'^' 


v'filL;j^' 
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not  con0tltut«  a  toreat  or  j«opaYdly  to  AaericaB  o 


clal  int«r68tt  in  brazil  and  tiha  iaoreii««d  triid*  bad  net 


bean  darWad  at  the  expanaa  of  tha  Ua^ad  Staliaa.     T)i« 
Aatt&aaador   said  that  tola  Oove^^aat  wa|  aost  baajrtll|r< 


Id  accord  yaith  tha  pflnclplt^a  MilAtalBad  by  tha  Oorara- 


aant  of  tha  Onltad  statea  aa  to  tha  oaoaaslty  of  iweoft- 


ditlofuil  M:8t->faTWad*>aatlOQ  traatsaat  aAd  aa  to  tha  aaad 


for  tha  ittlimia&tlctt  of  trada  barriara,  and  that  tha 


autarchic  poliolaa  aov  puraaad  by  Oarsaajr  w%t%  iatandad 


oialy  to  obtaia  for  Oarmaa  axparta  the  aaaa  advaatagas 


valch  h&d  acoruad  to  the   azporta  of  tha  Uoltad  Statas 


«ad  of  other  graat  eouerolal  nftiooa  through  tha  daval.« 


uatiea  of  thair  ourranoiaa.     Ha  coaelud»d  by  nayiiii;  that 


nil  OovernaaBt  ratarrad  ooaplata  llbarty  of  aotloK  to 


»aJca  su£h  aaaauraa  aa  it  aig^t   fiad  xkacatoary  ia  «aa« 


aotivitlea  of  tha  OovernsaBt  of  bha  Uaitad  Stataa  ahoulA 


laad  Braiil  to  Xiait  it  a  trada  witk  OarMAf. 


Aa  oral  raply  was  »t  oaoa  aada  to  tha  Aabaaeadoy's 


rapraa«atatioa.     It  ia  aov  datirad  to  coafira  aad  avpllfy 


tUs 


m 
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this  reply. 


Tke  Aab&8M.dor  has  said  t^t   the  Geman 


GoTernaeBt  la  In  hearty  accord  with  the  prl&clples 


■alntalned  by   the  OcreriuieBt  of  the  Umitod  States 


as  to  tiie  aeoeselty  for  ffloaV-faTored-oatloa  treataent 


and  the  rtBMraX  of  trade  barriers.     The  (tovemaieat 


of  the  Uolted  States  does  Indeed  attach  gr^ht  imr 


portanoe  to  tne  principle  of  equality  of  trsatnsnt 


In  International  ooannree  as  the  nost  satlsfantory 


basis  vq^oa  shloh  a  healthy  International  trads  onn 


be  zeoonstmeted  as  a  permanent  fonadatioa  fsv 


pea««4 


The  Oovenasent  of  the  United  Statsn  has 


sndnaToriag  to  proaots  the  restsoratioA  •€ 


Intsmationnl  timds  throu^  ths  IsMsdJats  rsdiMtlMi 


of  oxoossiTo  trndo  harriors  and  k&s  adopted  as  tii« 


most  pradtioal  ■oaas  to  this  tad  a  pxocroB  of  aofo- 


tiaUi« 
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tiaUag  oilataral  trad«  a^reeaanti  with  ladlTlOnia  oooa- 
10  1       tri«s  wbil«  «Kt«odiaiE  to  all  oountri«s  which  do  iu>t  diw- 

ojlalnata  agalast  its  txada  thw  beoaflt  of  tha  tariff  redua- 
tioas  and  othar  trada  adraatacaa  It  grants  any  country 
((^ba  alwayc  azoaptad) .     Tha  Unit  ad  Stataa  has  alao  arfad 


oa  othar  eottatrias,  and  aspaeially  oa  tha  graal^  oos»arcial 


coaatrias  whiah  szaroisa  a  prapandaraat  inflmsoaa  cm  tha 


coaaeroial  pollaiaa  of  ths  world,   ths  adopt iaa  and  aatira 


azaaatlSA  of  aiailar  prinaiplas  and  poliaias,  and  tlM 


abandonaant  of  pollaiaa  and  praatloas  whioh  eonfliat 


with  and  thraatan  to  thvart  tha  ■ewsasBt  far  rattaratlaa 


aM  UbaralisaUaa  tf  world  trada. 


Bnliha  tha  poliaj  of  eoantrlaa  adiah  by  olaaring  mi 


eoapaAaatioM  arraagaaaBta  anka  aoaaaa  to  thair  asrltata 


dap«a4  upmk  tha  obtaiaiaf  frcsi  othar  aoaatriaa  of  spaalal 


of  payMAt  whiah  ra^aira  parahaaa  af  thair  a^^arta. 


aAd  da  aat  tharafwa  parait  tha  Pall  4a4  ardiaary  aatiaa 


of  lataraatiaMd  aai9<titi«i,  tha 


p«U<t  •i 


tha  natdA  ttata«  I  If— a  aa  sMh  rafaircaaiit  aa  th« 


opavt  tMia  af  othar  aattsltiah  Md  laralvaa  aa 


•atraiaA.     Ika  Valtad  Stetaa  aaafea  aquality  of  •< 


lial 


iWinpilty  f«r  Ito  tn«t  U  9%^9  •mmtwf.  m^p^t^ 


.    jklSi.t.,  .tJ 
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certain   refsonuble  aiui  Teco^nly.ad  excoutloas.    It  gl?e« 
other  coiintries   eouailty  o2    opportunity  to  buy   hzuI  e«ll 
in  t:.e  Uiiited  states,    s^dject  only  to  tha  reoulreawt 
Uii.t  cjuntriet  which  receive  non-dlscrirBlaatory  treatment 
rroci   ine  United   F.tateB    snail  not   discriminate  against   the 
Unltsd  ^tatee,   ?-.ud  to  toe   .ilst  rlcnl  and  recognized  excep- 


tion In  fnvor   Jt  Cuoa.      It   Is  not  a  aarroir  policy  of 


6i:&k.ln^   t'dvanta^e   for    the  United   States     nd  It  will   In 


part  Wi-ve  failed  If  It  does  not   serve  to  promote  p   t^eneral 


increase   in  tne  volume  and  VKlue  of  International  trade 


froB  v.hlch  the  United  s^tates  end  tne  ^^rld  rlii  receive 


i^reater  teoeflt  ti^n  would  oe  possible  froa  any  cumulation 


of  apeolal   advantagee  under  olscriralnLrtory   trao9  regimes . 


It  muet  be  umnlfeet  tiiat   <ruch  a  policy   le  not  motivated 


by  hostility  to  or  Jealousy  of  the  comerclal  expansion 


of  any  ooun'.ry  nor  dots  It  seek  unfair  advantage  over  the 


trad«  of  any  country.      The  United   itates  does  not  itupate 


tueh  motlTss  to  any  eountry.      It  does  bellertt^   hofvcrer, 


tnat  cartaln  typer  of  coonexclal  policies  of  other  ooun- 


trUt, 
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trl«t,   for  «iuiit«T«r  rtatons  thty  aay  hvf  bean  adopted, 


■ay  tend  to  haapor  and  tbvart  Ita  ovn  aoro  llbtral  polloy 


and  ita  broad  obJaotWea,  aad  it  faala  fully  warranted  in 


diaoueaing  tbia  problen  with  any  gorernBent  in  whoae 


territoriea  it  may  ariaa  and  in  aeakioc  a  autually  aatia- 


faotory  aoltttioa. 


The  OoTemBeat  of  tbe  United  Btatea  welooaea  tne  Oerman 


QoTeraieBt*B  repeated  eipreeaioa  of  approval  of  the  prin- 


oiple  of  aoat-faTored-aatioa  treataaat  and  of  the  reMoral 


of  trade  barriera.     Certain  a^peeta  of  ourreat  Oeraaa 


ooaneroial  peliay  would  appear  to  aake  sore  diffiei&lt  tbe 


applioatioB  of  tbeae  prinoipXea  rather  than  to  adrano«  thci. 


Oemaa  trade  with  aoat  of  the  eooBtviea  of  Soepe  aaA 


with  soae  in  other  parte  of  the  world  ie  fafweraad  }tf 


oo^>enaation  arraageaeBta  vadar  whiah  the  prooeeda  ef  tha 


,« 


aale  in  OerAaay  of  the  prodacte  ef  the  aoil  or  iadaatry 


of  the  other  party  are  required  to  be  epeat,  with  liaitod 


axoeptlena,  for  Oeraaa  gaeda  fer  eiport  to  and  «ea  la  tha 


territovy  of  the  other  party.  With  eoaa  other  ooaatriaa 


the  aaaa  reealt  it  b^ol^(ht  abaat  without  a  ooapeaaat&aa 


t- > 


-  7  - 

^2Tjui^,aKi«at    b,    i;eriaan  refcubaione  Halting  the  use  of 
tii'    proceccib    jf   liielr   export*  -   tue    pypteta   of  cr)iBpen»ft- 
lioa  Marks.       ^restrictions  oa  the  transfer  md  on  the  uee 
in  Oerraaay  of  funoe  payaMe  to  ooa-reeldents   .>q  inaeuted- 
aeo'B  aoci   ether  eccouats  not  dlreotly  coonected  vlth 
current   Internatioaax  trade  have  beea  used  for  the  eaa* 
purpose.      It  Is  argued  ti^at  this  is  intended  to  ototaia 
for  Ueroan  experts  only  the  s&ine  adraatages  raiea  other 
countries  have  obtained  by  deraiuing  tneir  currenciee. 
It  is  none  Ihe  leee  clear  that  where  the  sale  of  the 
products  of  a  couatry  or  the  effective  possession  of 
property  of  its  nationals  can  be  attained  snly  by  the 
iaportation  of  Geraan  goods  in  eorreeponding  ▼alme, 
equality  of  opportonlty  for  exportva  of  etlie:r  eomtriea 
to  oo^pete  vith  Oeraaa  eipert«r»  ^c.ii  -^-^^i.     \X%k  Xhm  re- 
fioeaeote  of  itractice  dcrlsdd  by  the  Oenoan  exchange 
control  authorities  for  purposes  of  oo— srcial  polioy, 
Oeraan  ooapensatioA  suirk  practices  beooae  in  fast  nf>tse4 
effsotive  wsapotts  for  ebtaiaim^  advantagap-s^Fsr- 

coapstitors 


-  8  - 

oo^pttitort  of  aoa^Otrman  residence.     The  rttstrlotlons 

■  --  -) 

:4        OA  ^^*  u**  of  tbt  bank  deposits  in  Geraany  wnloli  ara 
iiev^J      d«ti^aat«d  &a  ooapcBiatlon  aarkt  reiult  la  Xh^  traacfar 


U^  >  !■ 


of  8U0h  B&ykt  aaoag  r«>ld«it«  of  othor  oountrloi  at  pricos 
■aoh  lawasr  ttaaa  tlio  offielal  parit^r  of  th«  Relchsaark  vitlt 


gold.     Tko  hlfiutt  l«gal  ad/ioor  of  tiio  Uaittd  Stataa 

OoYonuioat,  aftar  oarofol  ooasidaratioa  of  prooatittoa  of 
this  kUd  at  usa4  la  Ooraam  tradt  t^itk  th9  Unitadl  Statos 
1»  19M,  mlad  thm%  th9j  conttltuttd  th9  paynoat  ost  1»«- 
stowal  of  a  boaaty  or  grant  oalllas  for  tho  lapooitloa  of 
eoiaatcrfalliag  dutitt  uadar  th%  lavo  of  tht  Ifaitad  Btatoe. 
Garaaay  it  not  th9  oaly  oouatry  footoriag  «jrport«  toy 
ooiipeBoatioA  arroacaaffito  or  toy  peraittiag  its  eorronay  to 
bo  0014  at  diparoaiatad  prioat  to  cartaln  Bon-raoldants 
far  rootrlottd  aaoo,  althoagto  it  !■  outttandlag  among  ouak 
countrios.     Its  oseparto,  kovarar,  roaalva  oaa  dlttlnotlTa 
adrantaga,   inoeasistaat  witk  a  rtgiaa  of  iuq&Al  $€3^#» 
tition,  tiirou^  protrioion  for  BasoiTa  tout  tolaotiva  diraat 
suboidlat.     In  tko  fora  of  Tolaatary  salf-ald,  Oeraaa  izi- 
duftriot  outoaaritoa  annually  to  an  ojiiport  sabsldiy  foad 
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K 


vblol:i  it  reputttd  to  aAooat  during  tht  ourr«nt  year  to 
1,000,000,000  H«loh«Mrki.     This  vould  penlt  a  UBlfora 


subtldr  on  all  Ooraaa  ezporta  of  aoro  taaa  80  poroaat  of 
tkair  Taluo.     Oaturally,  how«v«r,  tiia  actual  diroot  au^ 


•idisatiea  Is  salaotlva  aad,  whlla  tha  faota  ara  sot 


offioially  publiated,   it  la  iuid«rataa4  Uiat  subaldlaa  aa 


higb  aa  50  paroaat  aad  avan  00  pareant  of  laraioa  wmlum 


kava  U 


laataacaa  baan  i>ald  to  aaabla  &aaraaa  ax- 


portara  to  aaat  eoapatltioa  ka  feraiyi  Bavkata. 


TiM  af foot  of  trada  aatlioda  tuoh  aa  kava  Haaa 


aaribad  appaara  ta  ba  aaalfaat  la  aaifta  la  trada  too 


axtaftaiva  to  ba  aa«ribad  to  aay  aoraal  cbaaga  la  ooapati* 


tiva  eoadltioAa.     niaa  Braalliaa  atatlatloa  liiov  tba 


foUovUf 


paroaatafaa  af  partlolpatioA  of  Caraaay  ia 


i^p«rt8t 

U.Wt$    «U«a«  Stttlaa  ai.«r^  OtlMra  ta.Sl^ 

».44#    «ai%a«  ttotaa  S9.Si^  OtlMra  t^.toft 

n.WOlfi    WakUA  8tftW8  0.18^  Otkara  84.U^ 

m^H    nutad  ttataa  n.08^  0«k«ra  Bt.M^ 


nm 


i 


:ijmL^. 
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if  'A 


Ttit  prOlcB  vhioh  tuofi  sub  tldl  tat  loss  prttaat^  to  tk« 
•xytrttrs  of  ethor  oouatvlot,  Inolmdiai  1Uut«  of  %h%  Vait«i 


8t«%««,  Btttt  b«  ^ppr«olato4.     By  th*  um  of  nibtliy  pTo- 


oodiiro  mmj  floli  of  trad*,  bo  Bottcr  hov  ro&ooaablo  tko 


prUo  of  tbo  o«nw«i«y  offoro«,  bo  aattor  kov  voU- 


ootolbllokoA  tbo  bttolBooi  ooBBootiOB,  Mjr  bo  diotwrboA  ¥]r 


o  oAaiaiotJrBtlTO  Aooloioa  to  svboldiso  o  ooapotiaf 


prodBOt  aoffioioBtlf  to  diotvyb  tho  buolaooo.     Oo^po^^^^M 


•o  dlYootod  to«M  to  tblt  OovonuiOBt  to  bo  ooBtrory 


to  tho  pviBo^lo  of  oqBolity  to  whiob  tbo 


omoBt  dooXayoo  itoolf  to  bo  attoBlMA.     nat\\mwmm%^ 


it  tokoo  tho  dotoiBiBatiiB  of  tVBdt  BOvvioBt  oat  of  tho 


Qirdiaayy  ooi^otltlTO  oitowiotaBoo  aad  plaooo  it  lato  tha 


haado  of  tfovaraaoBt  offioiaXo  vhooo  oaloalatioao 


aot  oonoipoBd  to  thooo  of  ooa^titlTo  ooot.     Afaiaat 


tho  pooaibilitr  of  oo^^atitioB  opaa  to  oaah  diroatlaa 


it  voald  oaaa  plaia  that  ooaipotiti«i  of  pviTata 


V 


baolBaaa,  dapidaat  aaldlr  «  ittalf ,  aoada  aafaeMfdiaf  • 


withaat  Mdh  oaf ofMrd  both  tho  priaaiploa  aribodiad  ia 
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th«  tndt  asr«ra«nt  bttvetn  th«  United  States  aad  Braail 


I 
I 

ml 


HUd  the  trad*  buafita  to  bt  azpactad  tharaftoa  «r«  trovgkt 
into  JaoparAy.     Im  rttura  tor  tb«  tra4«  opportvnitlat 


graata4  to  Brasil  «adcr  tho  Agr ••■•&% ,  Aatri«f*a  tnula  ««■ 
pl««g«d  oon«ipoaAi&s  oppertuAit^.     Tmot  was  pla^^A  tololy 


la  tka  opcratioaa  of  tkooo  privata  buaimaaa  oalavlatiaia 


vhiob  teYo  toiOlt  ap  BrasillaB-AMaviaaa  tvada  ia  tk«  past^ 


to  azt«B«  Uat  trada  If  tariff  banrlars  vara  laaaaaad.     All 


tbaaa  aocpaatatloaa  would  ba  laraiidatad  if  Aaariaaa  tyadd 


vara  dispaaaaaaad  aa  a  raaalt  of  tba  aaa  af  a  afataa  af 


aoiqpaaaatiaa  praaadaraa  and  fior 


tax  aoboidiaa.     fka 


Oasaaa  Oawaraaaat  aiuraly  raaliaaa  tba  problaaa  araatad 


bj  tba  maa  of  thasa  praaadarao;  tJuair  ccatiaaad  affaait 


waald  ba  to  vekon  ajqr  a 


ial  traaty 


baaad  aa  atb«r  p*iaaiplaa  aalaaa  aafagaayda  vara  takoi 


agalaat  tbaai  aad  «i%b  tka  vaakaaiag  af  tbaaa  aoaiatoial 


traaty  ■rTiaioaanti  tba  aadavls>&JM(  pviadpldd  %k«wdlvaa 


vill  baooaa  laoparatlTa. 


Tbara  4a  ao  basis  for  statoutaata,  or  l«pliaati«Ba 


tbat  tba  Oavaroaaat  af  tba  Uaitad  ttataa  baa  }t%m  i»- 


48 
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flutnoln^  the    oraBlllan  ^;ov«raaent   in  its  trad*  r«Ia- 


tlone  wlta  Uemtaj  by   tiireatt  of  oosrclon.     A  tradt  agr**- 


aeat  baa«d  on  tne  princlpl*  of  mo8t->faTor«<l-aatioa  tr«at* 


■ant  was  oonoludod  batwttn  tha  Ualtad  States  aM  Braall 


tvo  and  a  half  years  ago  and  krasll  was  Xh9  first  Amerlpaa 


power  to  join  the  Uait#d  States  in  its  poliey  of  re«oa- 


struotixtg  intsroatioaal  trade  on  the  baels  of  equaXitj 


of  treatment.     Both  OoremaeBts  are  dlreotiac  their 


efforts  to  assure  that  the  principles  under lyiac  this 


Agreesieat  ehalX  be  sustained,   and  that  the  antioipated 


^aneflts  be  realised  in  their  autual  tradd  relatiOAt, 


I 


Dapartaent  of  Statt, 
Yashini^oa, 
July  31,  19S7. 


UlTLiUn 


'■•■■Ml  t .HitijtAtitumtmm^liiM 
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CORRECTED  COPT 

EO 

A  porbioTi  of  this  tclcgrwn 
most  bt  clc.-jt'iy  paraplu^ascd 
bcfoTE  bcin^  oommunloatEd 
to  anyonE •     (A) 


Secretary  of  State, 
Washington. 

24,  January  11,  3  p.m.   (GRAY) 

following  for  War  Department  from  Colonel  StlllwBllt 

(ElID  onAY)   "Since  the  capture  of  Nanking  the  front 
has  melted  away,  fighting  has  practically  ceased  except 
on  the  ?sinpu  line^  and  the  military  chiefs  have  been  at 
a  loss  fop  a  plan  of  action.  The  Chinese  realise  that 
they  oannot  compete  in  a  stand  up  fight.  The  Japanese 
realise  that  they  are  extended  dangerously  and  they  can 
see  an  apparent  target  to  strike  at  that  will  give  then 
a  decision*  Both  sides  are  in  a  quandary,  the  Japanese 
hoping  the  Chinese  will  ask  for  peace,  the  Chinese  hopiztg 
for  intervention  by  a  third  power  but  determined  not  to 
quit. 

(GIIAY)  On  the  Chinese  side  only  the  Reds  have  a 
definite  plan,  the  cstcnae  of  which  is  the  adoption  of 
Igocrllla  Tiarfarc  on  a  wide  scale  aid  the  mobilisation  of 
the  siasses.  Thii  program  has  a  strong  appeal  and  hps 
gained  popular  backing*  (END  GRAY)  The  Kuomlntang 
leaders  hr.ve  been  forced  to  take  notice,  since  they  can 

•uggrit 


Hankow 

Dated  January  11,  1938 

Rec*d  dt20  p.m.,  12th 


..ik«- 


-2-  ,,"24,  January  11,  3  p.m.  from  Ilankcnv 

auggcat  nothing  better,  bi^t  they  arc  not  pushing  the 
progran  in  a  ^vholeheartEd  v/ay,  beccuae  its  aucceaa  will 
mean  thz   paaaing  of  power  to  tliE  Reds.  And  perfect 
support  by  the  Government  has  therefore  been  extremEly 
meager  to  date.   (GRAY)  Preaent  indications  are  t'-at 
this  policy  will  be  adopted  and  tlir.t  there  will  be  little 
furthei*  aerioiis  effort  to  oppose  the  Japanese  with  a  field 
arpiy#  O'hc  question  is,  con  Lt  suocecd?  Guerilla  warfare 
means  to  conclude  action  by  stiall  units  scattered  over 
wide  arrao*  Control  is  extreriely  difficult  and  without 
some  moral  force  which  urges  on  the  individual  concerted 
action  is  unli!ccly#  Tliis  new  force  had  elsewhere  been 
supplied  by  religious  fervor  or  patriotic  zeal*  In  China 
the  religious  element  is  lacking  and  patriotic  fervor  ia 
as  yet  largely  \mdevEloped,  though  growing  steadily*  It 
is  hard  to  arov^c  the  spirit  of  self-sacrifice  in  people 
who  have  been  treated  as  bc.clly  by  tlieir  own  trdopa  as 
they  liavc   by  the  enemy*  (El')  G.^AY)  However,  the  Chineoc 
have  been  swept  into  mass  action  by  propaganda  in  the 
past  and  the  Reds  olcim  that  tlieir  plan  will  do  it  now* 
(GRAY)  To  supply  this  patriotic  urge  to  self-saorifioK 
whioh  is  essential  for  suoccss  they  are  dcpcndir^  on  the 
student  type  of  agitation  to  arouse  the  people*  In 
regions  rrhere  Chinese  troops  liave  ooomitted  exoessca 

results 


•3-  j/24;  Jpaiuary  11,  3  p.m.  from  Hankow 


pcoultj  \itl\   bi:  disappointing.  In  othera  '.ihcre  only  the 
heavy  hand  of  the  Japancae:  has  been  felt,  there  may  be 
more  response.  The  question  of  arming  the  volunteers 
is  however  a  serious  mattcri  arms  by  the  million  are  not 
available •  The  time  factor  is  also  important  and  It  is 
doubtful  whether  this  can  be  done  short  of  six  months  by 
the  Chinese.  Based  on  the  facta  at  presErnt  apparent  the 
resort  to  guerrilla  v.'arfarc  by  the  Chinrae  cannot  be  ex- 
pected to  be  adopted  \7ith  entlmaiasm  by  the  Chinese  as 
a  whole  and  cannot  have  nuch  more  effect  than  to  harass 
an  eneijy  yho  r/ill  still  be  able  to  keep  a  firm  hold  on 
the  oooupled  territory. 

Tnenty-four  li^ht  Japanese  bombers  with  el^^t 
purs\xlt8  fleT7  in  at  5,000  feet  from  the  east  about  neon 
today  and  bombed  Hankoc?  airfield  heavily »  Little  dcuiiags« 
Weather  overcast  and  hazy.  Antl<>alroraft  fire  ineffrotlve* 
Ho  Chinese  airplanes  in  tlie  air.  Ho  Japanese  losses • 
Fonaatlont  groups  of  three  in  \7ed3e  \7ith  pfursuit  all  on 
right  (north)  flank.  Airplanes  turned  and  flen  off  to 
northeast* 

Cuery»  Doss  War  Departhent  desire  further  report 
direct  novertento  of  personnel  to  Mllltaxy  Attoolic^s 
offloe  In  China,  or  rdll  Military  Attache  be  fr«e  to 
aake  ohon^ea  that  nay  seem  desirable?"  (CUD  ORAY) 


J0EN30N 
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EG  ORAY  MR    -A/i^    ]\^ 

Tslngtao  via  N«  R* 

Dated  January  13,   1938 

Reo'd  10:30  a,m«  J'an.  14th 

AJlEIBASCr  PEXPLNG 
AIIEilBASSY  IIAMOW 

SEorctary  of  State, 

V/aahington. 

po?v  ••;a:-^  departhent  fro:'  dohn 

Pel  ping  and  Eankov/  please  transmit,  to  Military 
AttaohE.  No.  17,   January  13,  3  p.m. 

Japanese  army  troops  beginning  to  move  west  on 
rallTiay.  Tsingtao  airfield  being  cleared  of  debris  and 
rocks*  Boom  across  the  entrance  to  inner  harbor  partially 
cleaT^zf"".  anr;  two  freighters  and  one  man  of  war  tied  up  at 
docks  tills  morning*  Only  artillery  seen  was  old  77 
milll:  eter  Trupp  type.  Great  amount  of  supplies  being 
landec'*  Japanese  Consul  General  expects  Japanese 
com  vjiiiy  to  return  within  c  nonth. 


30K0ELN 


R7.:  '.'C 


/ 


EDA 

This  telEgrom  must  be 
olosEly  pnrrvphrnaEd 
bcfort  bEln(^  cominunl- 
oatEd  to   nr.ycnE   (D) 
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PARIS  ^ 

DatEd  January  13,  1938 
RECEivEd  3tl5  p«m« 


SEorEtfxry  of  StatE 
Washington 

63,  January  13,  6  p.m.  (SECTION  ONE) • 

STRICTLY  CONFIDENTIAL  FOR  THE  SECRETARY, 

Dr.  Tlngfu  Tslang  rECEntly  TESlgnEd  as  Chinese 

Ambassador  In  Moscow  and  will  return  to  China  next  week 

via  Singapore  to  becomE  Secretary  to  thE  CablnEt  called 

on  me  this  morning  and  made  a  number  of  statements  which 

seemed  to  me  Important. 

He  said  that  he  was  convinced  that  the  Soviet 

Union  would  refuse  to  enter  the  SI no- Japanese  conflict 

under  any  and  all  conditions.  He  believed  that 

internal  difficulties  in  the  Soviet  Union  were  such 

at  the  present  time  that  the  Russians  would  be  afraid 

to  attack  the  Japanese  even  if  the  Japanese  army  should 

be  greatly  weakened  by  a  prolonged  Chinese  resistance* 

He  said  thfit  Litvlnov  had  stated  to  him  repeatedly 

that  the  Soviet  Union  would  declare  war  at  onoc  on 

Japan  if  England,  France  and  the  United  States  ahould 

declare  war  on  Japan*  He  said  that  he  did  not  belisvc 

that  this  was  true  and  that  in  his  final  oonYcraatioA 

with  Litvincv  he  had  pinned  down  Litvlnov  and  oooipclled 

a  reply 


EDA  -  2  -  #63,  January  13,  6  p.m.  from  Paris  Stotlon  1« 


r 


a  TEply.  Re  stated  that  he  had  asked  Lltvlnov  If  he 
mEont  thE  Soviet  Union  v/ould  EntEr  war  against  Japan 
if  any  ons  of  thE  three  nations  namEd  abovE  should  go 
to  war  with  Japan  or  only  If  all  three  together  should 
go  to  war  with  Japan.  Lltvlnov  had  become  oompletely 
evasive  and  finally  had  made  It  clear  that  the  Soviet 
Union  had  no  intention  whatsoever  of  going  to  war  with 
Japan  under  any  circumstances.  (END  SECTION  ONE) 


BULLITT 
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This   teltiTam  nust  bE 
closely   If  raph^viscd 
before  beln^^  communi- 
cated to  '..nyone   (D) 
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PARIS 

Dated  January  13,  1938 

Received  3t35  p.m* 


Secretory  of  State 
V/ashington 

63,   January  13,  6  p.m.  (SECTION  TWO. 

Dr.  Tslong  stated  that  on  the  other  hand  the  Soviet 
Union  was  being  much  more  generous  in  its  support  of 
China  by  munitions  and  supplies  thnn  he  had  expected* 
Russia  had  at  first  demanded  gold  from  China  In  payment 
for  8upp).ie8,  but  when  the  Chinese  had  Insisted  that  they 
were  unable  to  pay  gold  the  Russians  had  agreed  to  supply 
them  with  everything  possible  on  credit.  The  only 
payments  that  the  Russians  were  receiving  from  China  were 
in  the  fonn  of  antimony  and  other  minerals  which  the  trucks 
carrying  war  supplies  to  China  brought  ba4k  with  them  on 
their  return  journey. 

Dr.  Talang  stated  to  me  that  most  of  the  Russian 
supplies^  to  China  were  not  going  overland  but  by  sea, 
cspeolally  by  way  of  Hong  Kong  and  Canton,  although  the 
French  railroad  from  Indo-^hlna  was  carrying  to  full 
^Ity. 

The  overland  route  from  Alma  Ata  in  Russian  Tur|cKstan 

to 


i*j, 


"I  EDA  -  2  -  ^G3,  Jnnunry  lo,  G  p.m.  from  Paris  Section  2, 


to  Uruji.clil  in  r.'nklang  and  thence  to  Lanchow,  Slan 
and  Chungking  vas  now  a  thorou^^hly  passable  motor  road 
but  It  took  the  best  trucks  under  the  best  conditions, 
with  no  delays  or  accidents,  at  least  18  days  from  the 
Russian  border  to  Chungking,  This  made  the  problem  of 
supplying  gasoline  almost  insuperable  and  the  Chinese  had 
now  organized  camel  caravans  to  carry  supplies  of  gaso- 
line for  the  trucks. 
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RECElvEd  3  p.m. 


SECPEtary  of  StatE 
Washington 
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63,  January  13,  6  p.m.  (SECTION  THREE), 

Dr.  Tslong  statEd  that  thE  wholE  problEm  of  ChlnESE 

TEslstancE  vms  onE  of  obtaining  military  suppllEs.  He 

bEllEVEd  that  thE  Sovl Et  Union  would  contlnuE  to  furnish 

all  thE  supplies  possible  on  crEdit,   It  was,  howEVEr, 

clEar  that  thE  Japan ese  mi^tht  scon  blockadE  thE  main  route 

of  supply  by  way  of  llonr  Kcn^,  Canton,  and  Hankow.   ThEy 

T.lpht  also  bE  ablE  to  fright*En  thE  PrEnch  into  closing  the 

routE  of  supply  by  way  of  FrEnch  Indo-China.   This  would 

lEavE  opEi  only  thE  ExtrEWEly  difficult  ovErland  route 

from  Alma  Ata  to  Chungking.   It  would  be  impossiblE  to 

Install  EVEn  a  flEld  railway  on  this  routE  and  as  a  result 

it  might  bEcomE  a  mattEr  of  11 fE  and  death  for  the  Chinese 

to  find  some  othEr  routE  to  supply  Chiang  Kai  Shek's 

(retrEat?) 
amies  if  he  should  bE  conpEllEd  to  rEpEat   to  Szeohuan* 

Dr.  Tsiang  stated  that  thErc  was  anothEr  exo client 

route  which  it  might  be  possible  to  uset  The  route  bjr 

way  of  Burma*  The  British  railroad  from  Rangoon  to 

Mandalay  and  thenoe  to  the  border  of  Yunnan  had  been  oon* 

pie ted  to  within  two  miles  of  the  Chinese  frontier* 
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SEcrEtnry  of  StatE 
Q  Washington 

63,  January  13,  6  p.m.  (SECTION  FOUR), 
ThE  road  from  that  point  to  Yunnanfu  was  an  old  onE  but 
could  bE  put  In  ordsr  comparatlvEly  Easy  for  thE  transit 
of  modErn  trucks,   Dr,  Tslang  s tat  Ed  that  hE  was  on  his 
way  to  London  this  EVEnlng  to  attEmpt  to  makE  arrangc- 
mEnts  for  thE  supplying:  of  Chiang  Kal  ShEk's  armlES  by  this 
routE*  He  statEd  that  thE  roads  from  Yunnanfu  to  Chung- 
king wErE  thoroughly  passablE,  He  consldErEd  that  this 
routE  by  way  of  Burma  might  bEComE  Chlna»s  llfE  llnE  and 
hopEd  that  thE  British  GovErnmEnt  would  do  EVErything 
possible  to  assist  In  thE  supplying  of  China  through  Burma* 

In  the  course  of  our  conversation  Dr.  Tslang  said  that 
China  was  still  receiving  large  quantities  of  military 
supplies  from  Germany  and  Italy  and  added  that  the  Oextnan 
military  mission  in  China  so  far  as  the  Chinese  could  dis- 
cover was  still  working  loyally  and  efficiently  in 
assisting  Chiang  Kai  Shek  to  direct  the  Chinese  armies* 
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